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Committee  on  Ways  and  Means, 

House  of  Representatives, 

Wednesday,  May  26,  1920. 

The  committee  met  at  10  o'clock  a.  m.,  Hon.  Joseph  W.  Fordney 
(chairman)  presiding. 

The  Chairman.  Gentlemen,  we  have  met  this  morning  for  the  pur- 
pose of  hearing  some  gentlemen  on  H.  R.  8080,  introduced  by  Mr. 
McLaughlin  of  Michigan,  and  H.  R.  14062,  introduced  by  Mr.  Sic^eL 

(The  bills  ref^ed  to  are  as  follows:) 

[H.  K.  8080,  Sixly^xth  Congress,  first  sessioa.] 

A  BILL  To  enoohnge  the  buUding  of  lUHnes  by  providing  for  cxemptim  from  taxttioa  of  Uie  ineorae  of 

mortgages  on  veal  estate. 

Be  U  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled^  That  paragraph  (b)  of  section  213  of  the  revenue  act  of  1918 

is  hereby  amended  by  adding  thereto  a  new  subdivision,  to  read  as  follows: 

**(9)  The  amount  received  by  an  individual  as  interest  on  an  aggregate  principal 
not  to  exceed  $40,000  of  loans  secured,  under  mortgage  or  otherwise,  solely  by  real 
estate  and  bearing  interest  at  not  to  exceed  5  per  cent  per  annum." 


[H.  B.  14062,  Sixty-sixth  CoiigresSy  second  session.] 

A  BILL  Toenoourage  the  baildiiig  of  bomes  by  providin.?  for  exomplioD  tmn.  taxation  of  ^  inconie  oa 

mor^MBS  on  real  estate. 

Be  it  enacted  by  the  Senate  and  Home  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled,  That  paragraph  (b)  of  section  213  of  the  revenue  act  ot  1918  is 
hereby  amended  by  adding  thereto  a  new  subdivision,  to  read  as  follows: 

"(9)  The  amount  received  by  an  individual  as  interest  on  an  aggregate  principal 
not  to  exceed  $40,000  of  loans  secured,  under  a  mortgage  or  otherwise,  solely  by  real 
estate,  and  upon  bonds  or  other  certificates  of  indebtedness  of  equal  amount  secured 
by  or  issued  against  such  mortgage  or  mortgages." 

The  Chairman.  We  will  ask  the  gentlemen  in  the  room  to  kindly 
divide  the  time  so  that  we  may  conlense  the  statements  as  much  as 
possible.         want  to  hear  all  you  have  to  say  about  the  matter 

but  we  want  to  avoid  any  repetition  in  the  arguments. 

Mr.  Garner.  The  House  convenes  at  11  o'clock  and  we  would 
like  to  get  through  within  the  hour  if  possible. 

Mr.  RowE.  Mr.  Chairman^  Mr.  Parish,  of  New  York,  is  here,  and 
has  arranged  to  take  charge  of  the  hearing  and  call  upon  the  people 
who  are  to  speak. 

The  Chairman.  Mr.  Parish,  we  will  hear  you  now. 

STATEKEVT  OF  MB.  JOHH  L.  PASISH,  SEGBETABT  ADYISOBT 
COinVCIL  OF  BEAL  ESTATE  lETEBESTS,  HEW  TOBK. 

Mr.  Pabish.  Mr.  Chairman^  I  do  not  care  to  speak  just  now  on 

this  subject  myself.  If  I  find  my  friends  who  are  supporting  this 
proposition  have  not  covered  the  .matter  accurately  and  completely 
and  to  your  satifaction,  or  if  there  are  any  questions  left  you  want 
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answered  in  relation  to  this  measure,  I  shall  be  very  glad  to  supply 
that  information  if  I  am  able,  but  there  is  present  a  better  man  than  ^ 
I  to  introduce  this  subject  here,  Mr.  Chairman,  and  I  am  gomg  to 
call  upon  Mr.  Clarence  H.  Kelsey,  president  of  the  Title  Guarantee 
&  Trust  Co.,  of  New  York,  to  explain  to  you  the  need  of  the 
particular  assistance  and  relief  that  this  bill  provides. 
The  Chaibman.  We  will  be  glad  to  hoar  the  gentleman. 

STATEMENT  OF  MR.   ClAEEKCE  H.  KEISEY,  PBESIDEST 
TITLE  GUAEANTEE  &  TRTJST  CO.,  HEW  YOEK. 

Mr.  Kelsey.  I  appear  also  as  a  member  of  the  Advisory  Council 
of  Real  Estate  Interests  and  on  the  relations  of  the  Title  Guarantee 
&  Trust  Co.  to  the  real  estate  interests  of  New  York  generally.  Per- 
sonally, so  far  as  ihat  company  is  concerned,  it  has  very  httle  inter- 
est in  the  question  excepting  in  its  position  between  the  borrower 
and  the  lender,  and  its  desire  to  bring  the  lender  to  the  borrower  so 

that  construction  can  go  on.  ,  *       ■  a       *  xr 

This  measure  originated  in  the  Merchants  Association  of  IN ew 
York.    A  committee  of  that  association  was  asked  to  look  into  the 
housing  situation,  which  was  very  critical  in  the  city  of  x\ew  York 
a  year  ago  and  is  still  worse  now,  and  get  at  the  reasons  for  it  and 
.suggest  a  remedy.    It  was  very  plain  to  that  committee,  as  it  stud- 
ied the  case,  that  the  first  requisite  for  any  building  boom,  which 
was  very  much  needed,  was  money  to  finance  the  budding  boom 
and  that  that  money  had  to  come  from  the  lenders,  and  it 
was  plain  to  aU  of  us,  not  only  in  New  York,  but  throughout  the 
State,  that  money  was  running  out  of  the  mortgage  inarket  instead 
of  running  into  it:  that  the  exemptions  of  the  Liberty  bonds  and  the 
municipal  bonds  were  such  that  those  who  had  large  incomes  could 
not  afford  to  hold  mortgages  and  pay  the  surtaxes  on  the  incomes 
from  tibem,  and  so  they  were  calling  their  mortgages  and  were  call- 
ing ihem  very  extensively.    So  much  so  that  the  mortgages  r(> 
cSded  in  Greater  New  York  in  1906  amounted  to  som\$872  000,000 
and  in  1918  amounted  to  $132,000,000,  a  faUmg  off  of  $750,000,000, 

and  that  process  is  still  going  on.  ,    ,  i    ■     xi,  + 

The  Merchants'  Association  finally  reached  the  conclusion  that,  it 
possible,  we  had  to  draw  money  back  into  the  mortgage  market  m 
Competition  with  the  tax-exempt  securities.  We  knew  that  it  was 
useless  to  suggest  that  any  amount  of  mortgages  should  be  exemi^ted 
from  the  rnwme  taxes  in  the  hands  of  individuals  because  that  would 
do  just  what  the  farm  land  bank  bill  has  done— furnish  gre^at  quan- 
tities of  tax-exempt  securities  whidi  the  y&cy  nch  could  hold.  1  ou 
may  have  seen  the  record  of  the  mvestm^ts  of  Col.  Delamar  ^vllo 
died  a  short  time  ago,  leaving  an  estimate  of  alittle  over  $30,000,000, 
$20  000,000  of  which  he  left,  fortunately,  to  Harvard  and  to  Frince- 
ton  and  to  Johns  Hopkins  University  ;  but  in  his  list  of  secunti^ there 
was  $3,100,000,  10  per  cent  of  all  he  had,  in  farm  land  bank  bonds. 

Now  we  did  not  suppose  and  the  Merchants  Association  did  not 
supposi  that  Congress  would  be  willing  to  produce^tax-exempt  securi- 
ti4  for  the  milHonau-es.  They  were  rapidly  withdrawing  their  mort- 
gat'e  investments  from  the  market  and  the  nch  estates  were  domg 
t\mt  also,  and  the  Merchants'  Association  believed  ihat  the  only  way 
the  place  of  these  investors  could  be  taken  was  by  getting  the  muM 
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people,  the  average,  moderate  investor  into  the  mor  gage  market  m 
place  of  the  verylarge  investor,  and  so  they  reached  the  c(>nclusion 
that  if  $40,000  worth  of  mortgages  or  the  mcome  on  $40,000  worth  ot 
mortgages  in  any  one  individual's  hands  could  be  exempted,  it  would 
enable  us  to  turn  the  tide  of  money  back  into  the  mortgage  market. 

Mr.  Garner.  May  I  interrupt  you  ? 

Mr.  Kel'sey.  Certainlv. 

Mr.  Garner.  The  principal  object  of  yom-  bill  is  that  you  may  con- 
tinue to  build  homes  and  accommodate  the  people  who  are  asking  for 
homes  in  the  cities. 

Mr.  Eelset.  Yes. 

Mr.  Garner.  I  saw  a  statement  from  your  State  the  other  day  that 
there  were  16,000  vacant  farmhouses  now  in  the  State  ol  New  York; 

is  that  true? 

Mr.  Kelsey.  I  do  not  know  whether  it  is  true  or  not,  but  undoubt- 
edly there  has  been  a  great  drift  of  population  from  the  country  to 
the  cities. 

Mr.  Garner.  And  you  are  now  proposing  to  make  it  easier  to  con- 
tinue to  drift  from  the  farms  iuto  the  cities  by  providing  these  homes 
at  a  nominal  or  reduced  cost,  and  what  I  want  to  ask  is  this:  If  that 
is  the  case  and  if  they  continue  to  drift  from  the  16,000  vacant  fann- 
houses  in  the  State  of  New  York  to  the  city  of  New  York  and  we 
continue  to  legislate  in  the  direction  of  making  it  easier  and  more 
desirable  to  go  from  the  country  to  the  city,  who  is  going  to  produce 
what  we  eat  and  what  we  wear  in  this  country  ? 
•  Mr.  Kelsey.  That  is  a  problem  that  legislation,  probably,  can  not 
solvp. 

Mr.  Garner.  But  you  are  asking  that  we  continue  to  legislate  to 
make  it  more  desirable  for  them  to  live  in  the  cities. 

Mr.  Kelsey.  We  are  asking  you  to  help  satisfy  the  clamor  of  people 
who  are  in  the  cities.    We  can  not  drive  them  out  and  you  cannot 

drive  them  out.  There  is  a  tendency  to  focus  in  the  cities.  They 
have  got  to  have  homes,  and  you  will  either  be  forced  to  ])rovide  those 
homes  by  private  enterprise  or  you  will  be  forced  to  do  what  England 
has  done,  very  mistakenly,  provide  homes  at  ])uhlic  expense.  Xow, 
this  country,  certainly,  does  not  want  to  go  into  the  business  ol  ])ro- 
vidmg  homes,  and  tliat  will  certainly  cmter  them  in  the  cities  and 

pauoerize  them.  '  ,  •  i  j 

Mr.  Garner.  But  every  bit  of  legislation  that  you  pass  which  tends 
to  make  it  more  desiral)le  and  more  profitable  to  Hve  in  the  city  than 
in  tiie  (X)untry,  the  more  inducement  there  is  to  go  to  the  city,  and 
the  showing  of  the  statistics  this  year  is  that  the  people  who  came  out 
of  the  war  who  Avere  farm  hoys  have  secured  positions  in  the  cities  at 
higher  rates  of  wages,  and  tliey  are  continuing  to  live  there,  and  the 
result  is  there  are  not  enough  housing  facilities  in  the  various  cities  to 
take  care  of  the  people  who  have  gone  from  the  farms,  and  tlie  (luery 
I  want  to  put  to  you  is;  Who  is  going  to  produce  the  food  and  clothing, 
the  raw  material,  for  the  peoj^e  of  America  to  use  if  you  continue 
this  character  of  legislation? 

Mr.  Kelsey.  I  think,  perhaps,  if  it  goes  on  long  enough  and  you 
can  stand  it,  and  the  municipal  bodies  can  stand  to  have  the  rents  go 
up  and  up  on  these  people  until  there  are  riots  and  there  is  no  ]ilace 
for  them  to  live,  they  mav  go  back  to  the  farms,  but  I  do  not  think 
any  of  you  wwit  to  face  the  situation  that  will  develop  before  you  get 
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them  back  to  the  farms.  You  have  got  to  house  them  where  they 
are  or  else  persuade  them  to  go  back  to  the  farms. 

Mr.  Gabner.  You  want  to  continue  to  make  it  desirable  for  them 
to  live  there  because  you  are  afraid  of  riots  at  the  present  time  and 
then  when  they  all  get  into  the  cities  and  their  bellies  get  empty,  of 
course,  then  we  will  not  have  any  riots.  There  will  not  be  any  trouble 
at  all.  You  know  that  people  can  live  out  in  the  open  if  they  have 
plenty  to  eat.  but  whenever  they  get  hungry  I  do  not  think  there  is 
any  restraint  that  controls  them,^  and  if  the  American  people  continue 
to'^drift  to  the  cities  and  if  we  continue  to  pass  legislation  making  it 
desirable  for  them  to  live  in  the  cities,  the  time  is  coming  when  there 
will  not  be  enough  to  eat  in  this  country. 

Mr.  Eelsey.  That  may  very  well  be,  but  if  anybody  sees  any  way 
by  legislation  or  if  they  can  stave  off  trouble  until  we  can  get  the 
denizens  of  the  cities  moved  out  into  the  country,  I  do  not  know  how 
that  is  going  to  be  accomplished. 

Mr.  Rainey.  Let  us  see  if  there  is  a  way.  You  are  discussing  a 
very  interesting  ((uestion,  indeed,  in  national  economics.  In  brief, 
what  you  want  to  do  is  this,  to  get  more  money  back  into  the  mort- 
gage market  which  is  now  being  attracted  away  Irom  that  market  by 
tax-free  securities;  is  that  your  position^ 

Mr-.  Kelsey.  That  is  correct. 

Mr.  Rainey.  And  by  tax-free  securities^  you  mean  your  own 
municipal  bonds  in  New  York, 

Mr.  Kelsey.  State  bonds,  Government  bonds,  farm  land  bank 

bonds  and  War  Finance  Corporation  bonds.  " 

Mr.  Rainey.  Government  bonds  do  not  seem  to  be  attractive  as 
compared  with  your  municipal  bonds. 

Mr.  Kelsry.  Oh,  they  are,  at  tlie  present  rates.  I  talked  with 
the  president  of  a  large  savings  bank  yesterday  who  I  knew  was  going 
to  receive  some  miUion  dollars  paid  in  out  of  a  large  mortgage  and  I 
tried  to  get  him  to  put  it  back  into  the  mortgage  market  and  take 
some  smaller  mortgages,  and  he  said,  '^Oh,  no;  if  that  money  comes 
in  I  am  going  to  buy  Liberty  bonds  at  88." 

Mr.  Rainey.  What  rate  ol  interest  do  your  mmiicipal  bonds  carry 
in  New  York  ? 

Mr.  Kelsey.  They  pay  about  4^  per  cent,  tax  free  for  all  time, 
as  long  as  they  Uve. 

Mr.  Rainey.  And  that  is  one  of  the  competitors  for  your  mort- 
gage money  ? 

Str.  Kelset.  Oh,  yes. 

Mr.  Rainey,  And  you  understand  that  your  municipal  and  State 
bonds  are  free  also  from  national  or  Federal  income  taxes. 

Mr.  Kelsey.  Yes,  sir. 

Mr.  Rainey.  Now,  where  do  you  get  that  impression. 
Mr.  Kelsey.  Because,  as  the  law  stands  now  they  are  made  so, 
Mr.  Rainey.  No;  you  are  mistaken  about  that.    The  sixteenth 
amendment  permits  the  taxing  of  securities  of  that  kind. 
Mr.  Kelset.  But  you  have  not  done  it. 

Mr,  Rainey.  Let  me  tell  you  why  we  have  not  done  that.  In  1917 
we  passed  a  bill  through  the  House  whidi  taxed  them.  The  bili 
went  over  to  the  Senate  and  the  Senate  took  that  out.    I  was  one 

of  the  conferees  and  so  was  Mr.  Fordney,  the  chairman,  and  1  know  all 
about  it.    The  sixteenth  amendment  permits  the  taxing  of  a  man's 
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income  from  whatever  source  derived.  There  can  not  be  anything 
plainer  than  tlie  sixteenth  amendment.  At  the  time  this  proposi- 
tion to  tax  income  from  municipal  bonds  went  over  to  the  Senate,  the 
3i  POT  cent  Government  bonds  were  selling  almost  at  par.  As  soon 
as  the  Senate  committee  took  it  out  and  it  went  into  conference, 
the  conferees  reversed  the  situation,  and  we  had  to  agree  with  them 
to  get  a  bill  at  all,  and  so  the  conferees  exempted  munic^ial  bonds. 
The  House  stood  out  for  that  tax  to  the  very  last.  Just  as  soon  as  the 
conferees  exempted  municipal  and  State  oonds  and  the  salaries  of 
State  officers  and  took  it  out  of  the  bill,  then  all  of  you  gentlemen  who 
are  engaged  in  selling  municipal  bonds  in  New  York  called  attention 
to  the  fact  that  municipal  bonds  and  State  bonds  and  the  salaries  of 
State  officers  were  exempt  under  the  amendment,  although  as  a  matter 
of  fact,  it  is  not,  and  the  S^s  began  to  fall  at  once,  until  they  reached 
their  present  level,  showing  that  your  clientage  preferred  to  invest 
their  money  in  State  bonds  and  municipal  bonds  which  you  believed 
and  had  told  them  were  tax  free,  and  that  is  where  the  money  went, 
and  that  is  the  trouble  you  are  having  now  mth  your  mortage  funds, 
so  you  hav9  yourselves  to  blame. 

Mr.  Kelsey.  Oh,  no;  we  do  not  deal  in  municipal  bonds  or  cor- 
porate bonds  at  all,  but  purely  in  mortgages. 

Mr.  Rainey.  Then  the  other  New  York  gentlemen. who  do  are 
responsible  for  that  situation. 

I  want  to  say  that  I  think  in  the  near  future  we  are  going  to  tax 
municipal  and  State  securities. 

Mr,  Kelsey.  The  mortgage  borrower  will  be  perfectly  satisfied  if 
you  will  only  take  your  exemptions  off  so  the  mortgage  borrower 
has  a  free  field  and  can  get  his  money.  That  will  be  entirely  satis- 
factory although  you  will  then  need  to  repeal  the  usurv^  laws  which 
are  very  stringent  in  some  of  the  States.  The  mortgage  borrower 
feels  that  having  granted  so  many  exemptions  you  have  carried  him 
to  the  middle  of  the  stream  where  he  is  ^oing  to  drown  unless  you 
carrv  him  to  one  side  or  the  other,  by  giving  him  a  lift  to  go  across 
to  the  other  side  or  by  repealing  your  other  exemptions  so  you  cany 
him  back  to  the  side  where  he  has  an  equal  opportunity. 

Mr.  Rainey.  If  I  have  my  wav  we  will  tax  incomes  from  municipal 
bonds  and  State  bonds  and  all  that  sort  of  thing. 

Mr.  Kelsey.  That  is  all  we  ask. 

Mr,  Rainey.  And  that  will  relieve  the  situation  to  which  you  call 
attention. 

Mr.  Kelsey.  We  know  perfectly  well  that  exemptions  are  vicious 
and  we  wish  there  were  not  any,  wid  if  there  were  not  any,  we  would 
not  have  a  word  to  say. 

Mr.  Gabnbb.  May  I  ask  a  question  in  that  connection?  As 
representative  of  the  gentlemen  here  who  are  in  favor  of  these  bills, 
do  you  favor  taking  out  of  the  present  law  the  exemption  of  municipal 
and  State  bonds? 

Mr.  Kelsey.  If  vou  will  go  the  whole  length. 

Mr.  Garner.  What  do  you  mean  by  'Agoing  the  whole  length"  ? 

Mr.  Kelsey.  If  you  leaVe  tax-exempt  securities  pn  the  market  to 
a  sufficient  extent  to  take  the  money  that  otherwise  would  go  to  the 

Eroduction  of  houses,  you  owe  it  to  the  people  who  want  to  build 
omes  for  themselves  to  put  their  mortgages  on  a  parity  with  those 
investments  so  they  can  get  the  money. 
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Mr.  Gabn£R.  If  we  take  the  exemption  off  of  municipal  bonds  ^ 
and  there  are  several  hundred  million  dollars  of  those  bonds  issued 
each  year,  then  that  nwrney  would  probably  come  in  competition 
with  mortgage  securities. 

Mr.  Kelsbt.  Oh,  yes;  and  to  that  extent  it  will  help.  You 
would  then  carry  them  part  way  back. 

Mr.  Garneb.  What  other  exemptions  would  you  take  out  of  the- 
law? 

Mr.  Kelsey.  If  you  want  to  put  these  peo])le  on  an  equality, 
remove  all  exemptions.  It  would  have  been  better  if  you  had  never 
exempted  yom*  Liberty  bonds,  and  would  repeal  the  exemption,  if 
you  are  free  to  r^eal  the  exemption. 

Mr.  Garneb.  We  have  a  contract  in  that  case. 

Mr.  Kelsey.  I  do  not  think  you  can  repeal  the  exemption  on  the 
municipal  and  State  bonds  that  are  now  out,  and  what  we  say  is 
that  until  you  do,  you  owe  it  to  the  mortgage  borrower  to  put  him 
in  a  position  where  he  can  get  the  money. 

Now,  this  is  the  situation :  This  measure  has  been  criticised  because 
it  was  said  to  be  an  investor's  bill.  It  is  not  an  investor's  bill  at  all. 
The  investor  will  take  care  of  himself  and  he  is  simply  taking  care  of 
himself  now  and  is  abandoning  the  mortgage  market.  The  estate 
of  Hetty  R.  Green  had  millions  of  dollars  in  mortgages,  and  they  put 
up  the  rate  to  6  per  cent,  and  when  the  surtaxes  came  on  those  mort- 
gages netted  Mrs.  Green's  estate  less  than  2  per  cent.  What  do  her 
executors  do  ?  They  collect  in  every  one  of  them  and  put  the  money 
into  municipal  bonds  and  they  are  getting  4^  per  cent  instead  of  2 
per  cent,  and  why  should  they  not  do  that  ?  Of  course,  they  are 
doin^  that  and  that  is  the  trouble  with  the  mortgage  market,  and 
now  it  is  getting  down  to  the  smaU  people.  A  man  with  an  income 
of  $30,000  can  not  hold  a  5  per  cent  mortgage  and  net  4  per  cent  on, 
it,  and  he  is  calling  it. 

Here  is  the  situation  in  Manhattan  to-day.  There  has  been  a 
great  increase  in  the  number  of  mortgages  recorded  and  people  have 
said,  "Oh,  the  money  is  turning  back  into  the  mortgage  niarket." 
It  is  not  turning  back  at  all.  There  is  a  very  active  buying  and 
selling  market  there,  and  $156,000,000  of  mortgages  have  been 
recorded  in  the  first  four  months  of  this  year  in  Manhattan  alone 
against  a  normal  of  $37,000,000,  four  times  as  many.  If  you  look 
at  those  mortgages,  you  will  find  that  $88,000,000  of  them  are  pur- 
chase money  mortgages,  no  new  money  at  all.  A  man  is  anxious, 
now  to  sell  on  a  rising  market  and  sells  for  a  little  cash  and  takes  a 
big  mortgage.  There  were  $88,000,000  of  first  mortgages  and  8om& 
$15,000,000  of  second  mortgages,  most  of  which  are  also  purchase- 
money  mortgap^es.  The  rest,  about  $15,000,000,  are  building  loans 
on  great  big  buildings,  where  onlv  a  little  amount  has  been  advanced, 
and  there  IS  about  $15,000,000  in  all  that  $156,000,000  that  repre- 
sents new  loans  of  moderate  amount  made  by  individuals;  and 
during  that  time  $43,000,000  of  mortgages  have  been  satisfied  of 
recOTQ.  So  that  as  a  matter  of  fact,  on  this  exhibit  which  seems  to 
behe  the  fact,  the  fact  is  that  the  money  is  still  running  out  of  the 
mortgage  market  so  that  $25,000,000  more  has  been  withdrawn  than 
has  gone  into  it  in  four  months. 

Now,  an  objection  that  has  been  raised  to  this  measure  is  on  the 
principle  that  it  is  going  to  make  further  exemptions.    Leave  out  the 
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word  "further,"  and  we  would  admit  it.  It  is  wronjr  to  make  any 
e.x:emption,  but  you  have  made  so  many  that  you  have  put  the  bor- 
rower in  a  hole  and  it  is  the  borrower  who  asks  this  legislation  You 
have  got  to  provide  homes  for  them.  You  can  not  say  that  they 
must  live  in  the  countrv  and  vou  can  not  control  that.  They  are  in 
the  cities  and  they  are  making  a  terrible  fuss,  not  in  New  York  alone; 
it  is  true  all  over*  this  countrv.  t  is  just  as  true  in  St.  Louis.  t  is 
true  in  San  Fi-ancisco  and  Los  Angeles,  and  people  are  doubling  up  to 

live  in  the  citi^.  ,      i  m 

The  other  argument  against  the  measure  has  been  that  the  1  reasiiry 
can  not  afford  to  lose  the  revenue.  We  believe  that  we  can  convince 
this  committee  that  the  Government  will  Lram  in  revenue  instead  of 
losing.  Now,  T  have  here  the  figures,  and  they  are  simple  enough. 
You  take  a  $1,000,000  construction  operation,  and  $300,000  of  land— 
which  is  not  paving  a  cent— is  put  in,  and  $700,000  of  construction, 
which  the  contractor  is  ])aid  for  building  the  houses,  and  there  is  a 
mortgage  of  $500,000.  t  is  that  mortgage  of  ."=^500,000,  cut  up  into 
small  pieces  and  distributed  among  the  people  who  can  aftord  to  take 
them,  at  6  per  cent  interest  or  an  mcome  of  $30,000,  that  we  ask  to 
have  exempted  so  as  to  get  the  money  into  the  business. 

Now,  in  that  case  the  State  has  not  lost  anything  because  it  has  not 
existed  before.  It  has  gained  through  the  income  which  will  come 
from  that  $1 ,000,000  investment.  The  income  should  be  $60,000  net 
to  the  man  who  has  invested  the  money.  He  gets  an  exemption  on 
the  000  that  he  has  oaid  in  interest,  so  that  there  is  $30,000  in 
income  on  which  the  State  w^ill  collect  income  taxes,  which  now;  does 
not  exist,  and  out  of  w^hich  it  is  not  getting  anything.  But  that  is  not 
all  the  State  gets.  The  contractor  should  make  10  per  cent  on  his 
$700,000  operation,  which  is  $70,000,  and  he  has  to  pay  an  income 
tax  on  that.  The  material  men  and  the  others  who  furmshed,  per- 
haps, $300,000  worth  of  material,  L  guess  now  make  a  good  deal  more 
than  10  per  cent,  but  suppose  we  say  they  make  10  per  cent;  they 
have  to  pav  on  that  and  there  is  $100,000  of  income,  which,  by  setting 
the  wheels"  in  motion,  the  State  will  collect  an  mcome  tax  on,  and  so 
far  as  new  construction  is  concerned,  the  State  will  oam  four  times  as 
much  as  it  exempts  from  a  mortgao;e,  which  does  not  now  exist. 

Mr.  Garner.  What  about  the  question  I  asked  a  moment  ago  1 
What  will  society  gain  by  congesting  the  population  of  the  Umted 

States  in  the  cities  ?  j.    nir  + 

Mr.  Kelsey.  It  is  perfectly  futile  to  talk  about  that.  We  can  not 
control  it,  neither  can  you.  It  is  there,  and  it  has  created  a  problem 
which  it  is  up  to  vou  to  solve,  and  you  recognize  it  is  up  to  you  to 
solve,  because  you  are  considering  all  sorts  of  propositions  to  ease 
♦  up  on  the  housmg  problem  in  the  cities;  and  if  you  do  not  do  this, 
you  will  within  a  year  or  two  be  following  m  England ;s  wake  and 
proposmg  State  construction  of  homes,  and  don't  you  think  that  ^vlll 
hold  them  in  the  city  ?  The  theory  is  that  you  build  the  hoines  with 
city  money  or  Federal  money  and  rent  them  for  less  than  the  indi- 
vidual can  build  them  for.  You  are  mving  that  much  bonus  to  the 
tenant  and  then  he  will  not  move  to  the  farm.  ,    ,  • 

Mr.  Garner.  Do  you  favor  the  Government  gomg  mto  the  busmesa 

of  building  houses  ?  ,    ,       ,  •  i     i  i  j 

Mr.  Kelsey.  No,  I  do  not;  and  it  is  the  last  thing  you  should  do, 
but  you  will  be  forced  to  do  it  if  you  do  not  do  somethmg  for  the 
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borrower  and  let  him  get  a  home  of  his  own.  This  situation  is  not 
in  New  York  alone. 

Within  10  days  I  have  read  a  dispatch  from  Kansas  City  which 
says  that  the  fanners  throughout  Kansas  are  ri^ht  up  i^aiii^t  it* 
They  do  not  know  what  they  are  going  to  do  with  their  maturing 
mortgages.  The  Federal  land  bank  is  closed  to  them  because  of  the 
contest  over  the  validity  of  the  exemption  and  individuals  are  calling 
in  the  mortgages  because  they  want  to  put  their  money  into  some- 
thing else,  and  the  farmers  do  not  know  what  they  are  going  to  do. 

Mr.  Gauner.  I  wish  you  would  try  to  get  a  r(^solution  from  the 
farmers'  organizations  indorsing  this  bill.  I  do  not  think  you  would 
be  able  to  do  that. 

Mr.  Kelset.  Well,  they  may  want  to  try  it  out  and  have  the 
mortgages  on  their  farms  foreclosed,  but  when  they  wake  up  to  the 
real  situation  I  think  self-preservation  will  tell  them  that  they  should 
be  favorable  to  it. 

Mr.  Bacharach.  Is  it  not  true  that  the  main  reason  money  is  not 
being  invested  in  mortgages  now  is  because  people  can  make  more  than 
6  per  cent  to-day  by  investing  th^  money  in  otlier  securities  of  a 
very  substantial  nature  ? 

Mr.  Kelset.  Yes;  of  course,  the  investor  is  after  the  best  rate  of 
interest  he  can  get.  We  have  been  through  this  experience  during 
the  war:  One  of  our  companies  guarantees  the  payment  of  mortgages 
between  the  borrower  and  the  lender,  and  of  course,  we  watch  very 
carefully  the  maturities  and  if  one  man  calls  his  mortgage  we  try  to 
find  another  to  take  it  and  keep  the  money  in  the  mortgage  market. 
During  the  war  the  calls  increased  heavily,  more  heavily  than  we 
could  get  takers  for  the  mortgages.  After  the  armistice  the  situation 
improved  a  little  and  the  calls  diminished  in  number,  and  also  we  put 
up  the  rate  of  interest  to  the  borrower,  because  he  always  has  to  pay 
and  we  kept  the  lenders  by  paying  them  a  httle  more.  Within  six 
months  the  tide  has  turned  again,  because  the  Government  bonds 
have  gone  down  so  much  that  even  5^  per  cent  does  not  attract  the 
lender  any  more,  and  he  has  commenced  to  call  his  mortgages  again. 
He  is  after  the  greatest  rate  of  interest  he  can  get. 

Mr.  Bacharach.  My  thought  about  it  was  that  when  money  does 
get  cheaper  and  people  can  not  earn  as  much  as  6  per  cent,  then  they 
will  naturally  go  to  mortgages. 

Mr.  Kelsey.  I  know,  but  is  it  worth  while  to  wait  until  that  happy 
time  comes  ?  This  matter  is  urgent.  It  is  right  up  against  us  to-day. 
Here  are  the  statistics:  In  1910,  there  were  110  famuies  for  each  100 
homes.  That  is  about  normal,  because  there  is  always  ^ome  doubling 
up,  because  children  live  with  their  parents  or  parents  live  with  their 
children.  By  1915  there  were  115  families  for  each  100  homes. 
That  was  pressing  somewhat.  By  1920  there  were  121  families  for 
every  100  homes,  and  the  requirement  to-day  to  k(!ep  it  down  to  121 
to  100,  which  is  making  a  great  row  in  all  the  larger  communities  of 
the  country,  will  require  the  construction  of  409,000  homes  each  year. 

Mr.  Gbeisn.  Where  do  you  get  those  figures  ? 

Mr.  Kelsey.  They  have  been  carefully  compiled  from  data  col- 
lected by  the  Department  of  Labor  of  the  United  States  Government. 

Mr.  Gkebn.  Suppose  a  family  has  rooms  in  an  apartment  house, 
do  they  consider  that  family  as  not  having  a  home  s 
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Mr.  Kelsey.  Oh,  no;  they  have  a  home.  The  apartment  houses 
are  all  counted,  but  that  is  five  rooms  to  a  family,  whether  you  are  in 

an  apartment  house  or  in  a  house  of  your  own. 

Mr.  Green.  But  a  family  is  estimated  as  having  so  many  rooms. 
I  do  not  see  how  such  figures  can  be  compiled. 

Mr.  Kelsey.  I  am  not  a  statistician  and  I  have  not  compiled  them, 
but  I  have  gotten  them  from  articles  which  have  been  published 
showing  the  results  of  the  investigations  of  the  Department  of  Labor; 
but  let  me  go  on,  because  these  are  the  figures  given,  and  they  need 
attention.  It  will  take  the  construction  of  2,100,000  homes  during 
the  next  five  years  to  hold  things  as  they  are,  and  to  put  things  back 
to  a  congestion  no  greater  than  the  congestion  when  the  war  broke 
out  in  1914,  will  require  during  the  next  five  years  the  construction 
of  3,300,000  homes. 

Ml-.  Watson.  Mr.  Kelsey,  I  understand  your  company  lends  money 

on  mortgage  securities  l 
Mr.  Kelsey.  Yes. 

Mr.  Watson.  In  1914,  do  you  recall  the  amount  of  money  you 
loaned  on  mortgages  ^ 
Mr.  Kelsey.  The  Title  Guarantee  &  Trust  Co.  lends  freely  on 

mortgages  to  people  who  buy  homes. 

Mr.  Watson.  I  understand;  but  what  was  the  amount? 

Mr.  Kelsey.  About  $36,000,000. 

Mr.  Watson.  And  at  what  rate  of  interest  ? 

Mr.  Kelsey.  Five  per  cent,  most  of  it. 

Mr.  Watson.  What  is  the  State  tax  in  New  York  on  mortgages  ? 
Mr.  Kelsey.  There  is  no  tax  on  mortgages. 
Mr.  RowE.  There  is  a  record  tax  of  one-half  of  1  per  cent. 
Mr.  Kelsey.  Yes;  that  k  a  local  tax. 
Mr.  Watson.  The  borrower,  of  coiuse,  pays  that. 
Mr.  Kelsey.  The  borrower  pays  everything. 
Mr.  Watson.  What  percentage  of  the  value  of  the  property  do  you 
lend  ? 

Mr.  Kelsey.  Sixty  per  cent. 
Mr.  Watson.  In  1914? 

Mr.  Kelsey.  In  1914,  yes;  and  it  is  stUl  60  per  cent. 

Mr.  Watson.  How  much  did  you  lend  in  1919  ? 

Mr.  Kelsey.  We  stick  to  that  rule  of  60  per  cent.  Sometimes  it 
may  be  as  high  as  65  per  cent,  but  it  is  from  60  to  65  per  cent  of  our 
estimate  of  the  value  of  the  property. 

Mr.  Watson.  In  many  of  the  cities  now  the  rate  is  as  low  as  40 

per  cent. 

Mr.  Kelsey.  That  is,  if  they  take  the  value  as  the  nresent  cost. 
We  do  not  take  the  present  cost.  We  estimate  as  carefully  as  we  can 
the  normal  value  of  that  property  in  average  times. 

Mr.  Watson.  What  is  the  rate  of  interest  you  now  charge. 

Mr.  Kelsey.  Six  per  cent. 

Mr.  Watson.  You  have  gone  up  1  per  cent. 

Mr.  Kelsey.  It  is  1  per  cent  higher  than  it  was.  We  can  not  go 
any  higher. 

Mr.  Watson.  If  this  bill  should  pass,  do  you  think  you  will  have 
any  more  applications  for  mortgages  than  you  have  now  I 
Mr.  Kelsey.  On  the  part  of  the  borrowers  ? 
Mr.  Watson.  Yes.  * 
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Mr.  Kelsey.  We  have  more  now  than  we  can  supply.  The  bor- 
rowers want  this  bill  so  we  can  entice  money  from  other  investment 
markets  into  the  mortgage  market  and  take  care  of  the  wants  of  the 

borrowers.  It  is  not  to  please  the  investor  that  we  want  it.  We 
want  to  entice  his  money  into  the  mortgage  market  to  take  care  of 
the  borrowers.  These  companies  are  not  concerned  personally  at 
all.  They  are  just  the  go-betweens  between  the  borrowers  and  the 
lenders,  and  the  borrowers  are  clamoring  at  our  doors  for  money 
with  which  to  build  homes  and  to  take  care  of  call  mortgages,  and 
we  want  to  coax  the  lenders  back.  It  is  not  a  lender's  bill.  He  is 
taking  care  of  himself  very  well. 

Mr.  Trbadwat.  I  was  interested  in  your  discussion  with  Congrfess- 
man  Rainey.  As  I  understand  it,  tnere  is  rivalry  for  money  as 
between  your  form  of  loan  and  municipal  securities,  and  you  con- 
sider that  municipal  securities  have  the  advantage  on  account  of  the 
tax-free  feature. 

Mr.  Kelsey,  Surely.  ' 

Mr.  Teeadway.  Would  it  accompUsh  the  same  purpose  and  put 
you  on  an  equality  if  the  municipal  securities  ^ould  be  taxed  in 
accordance  with  previous  House  legislation  rather  than  to  provide 
exemption  for  your  line  of  securities  which  are  mortgages? 

Mr.  Kelsey.  To  that  extent  it  would  help.  It  woidd  put  mort- 
gages on  a  parity  with  municipal  bonds,  but  as  long  as  there  is  a  great 
volume  of  other  securities  out  that  do  not  pay  the  income  taxes 
they  will  have  the  advantage  then  both  over  municipal  bonds  and 
mortgages. 

Mr.  Rainey.  There  is  no  other  kind  except  the  3^s. 
Mr.  Tbbadwat.  That  is  what  I  wanted  to  ask.   What  other  kind 
is  there? 

Mr.  Kelsey.  There  are  the  farm  loan  bonds.  The  very  reason 
we  figured  on  a  minimum  of  $40,000  was  that  that  did  not  carry 

the  exemption  to  any  one  as  high  as  the  exemption  on  Liberty 
bonds  on  normal  and  surtaxes  was  carried,  because  they  can  hold 
$65,000  of  fourth  4is. 

There  is  one  other  phase  of  this  matter  that  I  would  like  to  simply 
touch  upon.  There  may  not  be  time  to  demonstrate  it,  but  an 
objection  which  has  been  ui^ed  has  been  that  while  the  State  might 
save  itself  on  the  mortgages  on  new  construction,  it  could  not  save 
itself  on  what  it  would  lose  on  existing  mortgages.  We  are  satisfied, 
that  it  can;  that  all  the  existing  mortgages  in  due  time  might  become 
exempt  from  the  income  taxes  and  yet  new  construction  will  make  up 
for  more  than  four  times  as  much  old  mortgages  as  are  exempted. 

Mr.  Bacharach.  Mr.  Kelsey,  I  fear  some  of  my  colleagues  did  not 
understand  your  answer  to  the  questions  as  to  the  valuation  of  1914 
and  of  1919.  You  do  not  mean  to  say  that  you  are  valuing  now  the 
same  as  in  1914? 

Mr.  Kelsey.  Oh,  no. 

Mr.  Bachabach.  But  you  are  using  your  own  judgment  as  to  the 
valuation  of  the  improvements? 

Mr.  Kelsey.  Certainly;  and  our  limit  is  60  per  cent  of  what  we 
think  it  is  worth,  and  we  guess  as  closely  and  as  accurately  as  we  can. 

We  are  satisfied  it  is  a  fact  that  the  State  will  not  lose  in  income  in 
the  long  run  if  it  exempts  them  all,  even  considering  the  income  from 
existing  mortgages;  md  aside  from  all  that,  it  is  estimated,  and 
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Tiretty  accurately,  that  the  tenant  is  pajmg  universaUy  throughout 
this  countrv,  at  least  20  per  cent  more  m  rent  because  of  the  dearth 
of  space  and  because  of  the  profiteering,  thaii  he  would  pay,  even 
allowiuf  for  the  high  rent,  because  of  the  high  cost  of  construction, 
and  the" result  would  be,  and  vou  can  figure  this  out  accurately,  the 
tenant  would  be  saving  himself  in  rent  five  times  as  much  as  the 
aovemment  would  be  losing  in  taxes.  Now,  if  the  Government 
<5an  make  up  this  loss  by  the  increased  production  that  will  take 
place,  and  if  the  tenant  at  the  same  time  is  saving  five  tunes  as 
much,  then  it  should  be  done.  i  u 

Mr  Frear.  May  I  ask  how  it  was  determined  that  «40,000  should 
be  the  basis  for  the  exemption  ?    What  body  of  men  detennmed  that  ? 

Mr.  Kelsey.  It  was  just  an  estimate  of  how  far  we  needed  to  go 
to  get  the  average  man  s  money  and  not  run  the  risk  of  the  big  mort- 
cjages  and  the  rich  taking  advantage  of  it.  .   i  •    u-n  j 

Mr.  Bacharach.  Will  they  not  take  advantage  of  this  bill  and 
where  there  is  a  family,  for  instance,  divide  up  $200,000  and  each 
one  take  $40,000  of  loans  ? 

Mr.  Kelsey.  Even  if  they  do,  Mr.  Bacharach,  you  get  the  money 
into  the  mortgage  market,  and  that  is  what  we  want.  Millions  have 
been  running  out  of  it.  I  wish  they  would,  if  a  family  has  $200,000 
and  there  are  five  members  of  it. 

Mr.  Bacharach.  Then  whv  limit  it  to  S40,000? 
Mr  Kelsey  Because,  do  vou  want  men  like  Col.  Delamar  putting 
millions  into  it  'i  If  so,  all  right.  The  more  money,  the  better  for 
the  borrower,  but  we  did  not  think  that  the  Congress  would  face 
the  proposition  of  making  complete  exemption  so  that  the  $1,000,000 
mortgage  and  $5,000,000  mortgage  could  be  taken  by  the  very  rich; 
but  it  is  all  right  to  get  the  money  of  the  average  man,  and  if 
there  are  three  or  four  in  a  family  who  have  the  money  it  would 
be  all  right  to  get  that  monev  into  the  mortgage  market,  because 
it  produces  construction,  and^  the  new  construction  will  pay  the 
State  in  the  long  run  more  in  income  taxes  than  you  are  waiving, 
and  you  will  be  taking  care  of  tenants  whereas  now  you  are  not 
doing  it.    I  am  sorrv  to  have  taken  so  much  of  your  time. 

Mr.  Parish.  Mr.  Chairman,  I  am  going  to  ask  you  to  listen  now 
to  Mr.  Charles  H.  Barron,  of  Columbia,  S.  C,  a  lawyer  of  very  wide 
experience  in  the  financing  of  real  estate  operations,  partaculariy 
agricultm*al  operations. 

STATEMENT  OF  ME.  CHARLES  H.  BARRON,  OF  COLUMBIA,  S.  C. 

Mr.  Barron.  Mr.  Chairman  and  gentlemen,  I  am  a  little  out  of 
mv  class  with  these  gentlemen  who  are  bankers  from  New  York.  1 
am  from  South  Carolina,  and  what  Mr.  Garner  of  Texas  has  said 
appeals  to  me.  Mr.  Garner  wants  to  know  who  is  going  to  raise 
the  produce  on  the  farm  if  you  make  it  so  attractive  that  the  people 
in  the  country  are  going  into  the  towns.  Another  gentleman  over 
here  whom  I  do  not  know,  wanted  to  know  why  State  bonds  and 
municipal  bonds  should  not  be  taxed.  I  was  unfortunate  enough, 
I  might  say,  to  have  been  on  the  executive  comnnttee  to  seU  your 
Liberty  bonds  when  you  wanted  to  sell  them  m  South  Carolma.  At 
the  time  we  began  selling  them  I  do  not  think  there  was  one  pur- 
chaser out  of  one  thousand  who  had  ever  chpped  a  coupon  belore. 


We  went  out  and  sandbagged  them  Mid  sold  the  bonds  to  them,  and 
our  personal  demands  and  the  personal  equation  entered  into  the 
whole  thing.  The  same  thing  was  done  with  Mr.  Crisp's  people 
down  in  Georgia.  Tliey  practically  threw  them  down  and  took  the 
money  away  from  them. 

Mr.  Crisp.  They  looked  up  their  tax  returns  and  assessments 
and  assessed  them  a  certain  per  cent  of  the  taxable  returns. 

Mr.  Babbon.  Yes;  and  took  their  bank  as^ts  and  told  them  they 
had  to  take  them. 

Now,  we  have  been  in  the  mortgage  game  for  some  time  lending 
money  in  North  Carolian,  South  Carolian,  and  Geoi^ia,  most  of  oiir 
funds  coming  from  the  Vermont  Savings  Bank,  where  the  major 
portion  of  the  money  has  come  from  since  your  Harrison  law 
went  into  effect  in  Texas.  We  have  been  getting  other  moneys 
from  the  Penn  Mutual,  the  Fidelity  Mutual,  the  Metropolitan,  and 
the  New  York  Life,  Now,  at  the  present  time  w(^  are  up  against  a 
difficult  situation.  I  am  not  so  much  interested  in  huilding  hom^ 
in  towns  because  we  are  practically  in  the  country  ourselves,  being 
in  a  small  town,  but  I  am  interested  in  being  able  to  tell  the  appli- 
cants we  have  got  definitely  that  they  can  get  the  money.  At  the 
present  time,  Mr.  Garner  will  find  that  the  New  England  savings 
banks  who  put  in  the  major  portion  of  his  farm  loans  are  out  of  the 
market  for  new  business. 

Now,  how  are  the}^  going  to  get  the  money  and  how  are  they  going 
to  know  that  they  can  get  it  unless  you  give  some  ndief  at  the  present 
time.  I  do  not  know  whether  I  am  in  favor  of  this  exemption 
forever  or  not;  but  I  tiiink  as  an  emergency  measure  we  ^ould  have 
it.  The  only  way  you  can  commit  on  a  loan  at  the  present  time  is 
subject  to  approval  and  remittance  at  our  pleasure,  when  we  can 
get  it,  and  we  tell  them  we  do  not  think  we  can  get  it  before  some 
time  in  August.  Do  you  know  why  ?  The  only  people  in  the  market 
at  all  now  are  the  insurance  companies^  and  what  happened  in  1914? 
I  presume  some  of  you  people  here  did  just  what  I  did.  I  borrowed 
on  the  reserve  on  my  policies;  that  is,  the  loan  value.  That  loan 
value  and  the  reserve  on  your  pohcy  is  what  the  insurance  companies 
lend  to  Mr.  Garner's  people  down  in  Texas  and  to  Mr.  Crisp's  people 
in  Geoigia.  That  is  where  the  money  comes  from.  Now,  when 
you  borrow  it  they  have  not  got  it  to  lend,  so  what  are  you  going  to 
do?  Tou  have  got  to  have  a  collateral  that  is  attractive,  and  }t 
has  got  to  be  attractive  to  the  local  men  so  you  can  appeal  to  their 
local  pride  to  put  their  money  into  it. 

Now,  one  thing  that  appealed  to  me  in  selling  Liberty  bonds  was  the 
fact  that  our  southern  people,  particularly  in  Texas  and  South  Caro- 
lina, ha*^e  never  been  investors.  We  have  always  been  borrowers 
and  have  always  been  contributing  to  New  York  and  to  the  New 
England  States,  This  created  the  idea  of  thrift.  At  the  present 
time  you  have  a  situation  where  they  have  not  got  the  money  and  you 
01^1  not  tell  an  applicant  when  vou  get  his  application  definitely  that 
he  can  get  the  money  with  whicn  to  grow  his  crops,  because  the  banks 
are  loaned  up  to  the  hilt,  and  you  should  be  able  to  tell  the  man  that 
he  can  go  ahead  with  his  crops. 

One  of  the  Congressmen  over  here  asked,  why  not  tax  municipals 
and  I  think  Mr.  Kainey  asked  the  same  question.    We  handle  mu- 
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nicipal  bonds  and  do  you  know  why  we  went  into  it  ?  lA  our  sec- 
tion, as  in  other  sections  of  the  South,  we  have  a  lai^e  amount  of 
undeveloped  land  and  how  are  you  going  to  develop  it  if  you  do  not 
have  good  roads.  You  know  that  every  one  of  you  when  you  get  out 
on  the  stump  talk  about  good  roads  and  schools:  at  least,  that  is  v.  liat 
they  do  down  our  way  and  I  presume  that  you  all  do  yourselves  when 
you  go  out  home.  We  have  got  to  ha^e  good  roads.  At  the  present 
time  there  is  very  Uttle  market  for  road  bonds,  and  we  went  into  it 
for  the  simple  reason  that  if  you  had  a  loan  on  a  farm  and  we  ap- 
praised that  land  at  $50,  we  Imew  that  if  we  put  a  hard  surface  road 
in  there,  instead  of  having  a  valuation  of  $50  in  that  security,  when 
we  asked  the  estates  to  put  their  money  in  it,  or  asked  individuals  to 
put  their  money  in  it,  we  would  have  a  valuation  of  $75  or  $100 
back  of  that  investment, 

Mr.  Treadway.  Witli  such  a  platform  as  that,  how  does  it  happen 
you  are  not  in  Congress? 

Mr.  Barbon.  Oh,  no ;  far  be  it  from  me  to  fool  with  politics.  Now, 
you  have  your  Liberty  bonds  at  the  present  time  distributed  among 
our  people  and  in  order  to  be  sure  that  they  are  going  to  get  the 
money  to  go  ahead  and  farm,  they  have  got  to  take  those  Liberty 
bonds  and  sacrifice  them.  I  am  somewhat  ashamed  at  times.  You 
know  that  when  they  asked  us  to  go  into  those  campaigns  and  put 
them  across  down  there,  we  went  across  every  time,  and  I  us(h1  to 
get  up  in  the  theaters  with  a  dollar  bill  m  one  hand  and  a  3^  per  cent 
bond  in  the  other  hand,  because  the  bonds  looked  like  a  big  fat  bunch 
of  dollar  bills,  and  I  would  read,  ''We  promise  to  pay  to  bearer."  I 
would  read  both  of  them  the  same  way,  and  would  say  that  one  is  just 
as  good  as  the  other,  and  the  only  difference  is  that  if  you  put  the 
doUar  bill  in  your  pocket  and  forget  it,  it  is  only  a  dollar  wh^  you 
take  it  out,  but  if  you  take  out  your  3*  bond,  what  do  you  get? 
You  have  your  interest  on  it  and  it  works  while  you  sleep.  Now,  ypu 
have  got  to  give  them  something  they  can  put  their  money  m,  some- 
thing they  can  see,  and  if  you  will  put  through  this  bill  I  believe  I 
can  get  money  to  help  fmance  the  crops  do\m  m  our  section.  I  do 
not  giv^e  a  rap  about  what  they  say  about  the  building  of  houses  in 
New  York  City.  1  am  not  interested  in  that.  What  I  am  interested 
in  is  in  getting  an  exemption  here  up  to  the  $40,000  so  that  we  cmi 
interest  our  people  in  putting  up  the  money  and  put  the  thing  across. 
1  would  not  want  to  increase  it  any  more  than  $40,000,  as  one  gentle- 
man asked,  because  most  of  our  people  will  run  about  $40,000.  Mr. 
Crisp  and  Mr.  Garner^  who  are  from  our  sections  down  there,  know 
that. 

Mr.  Garner.  We  do  not  usually  borrow  money  on  long-time 
mortgages  to  move  a  crop. 

Mr.  Barron.  They  have  had  to  borrow.  For  instance,  in  1916 
down  in  the  Peedee  section  of  South  Carolina,  where  they  are  raising 
tobacco  now,  they  had  unusual  rains  down  there,  the  banks  had 
loaned  up  as  far  as  they  could,  and  the  only  way  they  could  get  the 
money  was  to  get  it  from  the  mortgage  companies. 

Mr.  Garner.  Were  they  temporary  loans  to  move  a  crop? 

Mr.  Barron.  They  made  a  temporary  loan  with  the  right  to  antici- 
pate after  the  second  year.  Now,  if  you  need  money  to  move  your 
crop,  and  know  definitely  you  are  going  to  get  it,  you  knpw  very  well 
that  you  would  run  it  for  two  years,  if  you  had  to. 
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Mr.  Garneb.  Yes;  and  under  the  farm  loan  act,  and  under  our 

system  of  banking,  both  Federal  and  private,  you  can  get  the  money 

at  a  low  rate  of  interest,  and  your  bonds  are  exempt. 
Mr.  Barron.  You  meau  under  the  farm  loan  act? 
Mr.  Garner.  Yes. 

Mr.  Barrox.  They  have  turned  loose  all  the  farm  loan  i)usiness. 

Mt.  Garner.  Temporarily,  of  course,  because  they  are  waiting 
on  the  Supreme  Court  to  render  a  decision  as  to  its  constitutionaUty. 

Mr.  Babbon.  I  prefaced  my  remarlss  by  saying  that  this  was  an 
emergency.   Where  are  you  going  to  get  your  money  ? 

Mr.  Garner.  Let  me  ask  you  a  question.  Suppose  the  Supreme 
Court  should  hold  the  furm  loan  act  to  be  constitutional  on  the  7th 
proximo,  or  between  now  and  the  time  we  adjourn,  would  you  need 
this  legislation  as  far  so  you  are  concerned  ? 

Mr.  Barron.  The  farm  loan  act  has  got  a  bunch  of  stuff  ahead 
of  them  and  by  the  time  they  establish  the  machinery  and  close  them 
up,  you  would  not  get  any  reUef  for  them  this  fall. 

i/fr.  Garner.  But  Congress  just  passed  an  act  the  other  day  put- 
ting the  Government  in  the  market  for  those  bonds  up  to  Mar(  h  1, 
an(?  arrangements  have  already  been  made  up  to  that  tune,  and  only 
those  from  March  1  on  would  have  to  be  arranged  for.  So,  you  see, 
Congress  is  trying  to  reach  this  matter  by  making  it  desirable,  as 
far  as  possible,  for  the  farmer  to  produce  in  this  country  and  make 
it  prohtable  for  him  and  enable  him  to  get  cheap  money,  and  what  I 
object  to  is  to  continue  to  pass  legislation  that  induces  people  to  go 
to  the  cities  and  live  there,  when  we  know  that  if  that  is  continued 
some  day  destruction  is  coming  to  this  Republic. 

Mr.  Barron.  I  thmk  it  is  gomg  to  cut  both  ways,  and  I  have  men 
who  are  going  to  need  this  money  who  have  not  got  their  applica- 
tions in  at  the  present  time,  and  they  can  not  get  them  passed  on 
for  some  time.  It  would  take  you  some  time  to  get  the  machinery 
back  in  our  district  before  you  could  get  to  lending  money,  and  in 
the  meantime  they  are  waiting  there  and  do  not  know  where  they  are 
going  to  get  their  money.  As  I  said  before,  this  is  a  temporary 
matter,  and  we  need  this  legislation,  and  I  certainly  trust  that  you 
gentlemen  will  give  a  favorable  report  upon  it. 
I  thank  you. 

Mr.  Parish.  Mr.  Chairman,  it  is  quite  evident  from  the  inauiries 

and  questions  that  have  been  raised  by  the  honorable  gentlemen 
surrounding  you  here  that  you  can  not  touch  this  question  of  exemp- 
tions anywhere  without  finding  that  it  affects  every  vital  industry 
in  tins  country.  We  sympathize  with  you  and  with  all  of  you  gentle- 
men very  thoroughly  in  the  problem  you  have  before  you.  Our 
Nation  is  confronting  almost  chaotic  conditions.  It  is  not  only  the 
building  industry  and  the  housing  industry  that  need  this  exemp- 
tion, but  it  is  the  railroads,  the  larms,  and  then  there  is  the  food 
problem.  We  agree  with  the  gentleman  who  sits  here  (Mr.  Gamer) 
that  food  is  the  primary  necessity  of  the  country.  Now,  you  are 
going  to  help  this  situation  all  along  the  line,  from  the  wood  where 
you  take  out  your  timber  for  building  construction,  from  the  mines 
where  you  get  your  steel  and  iron,  from  the  cement  mills,  the  man 
power  of  which  is  now  engaged  in  the  automobile  industry,  and  from 
all  the  other  rttoufying  iawistries  that  contribute  toward  c/onstruction. 
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If  you  concede  that  the  food  problem  is  the  first,  then  construc- 
tion is  the  second  most  important  industry  on  the  face  of  this  earth 
and  most  important  to  our  country  because  that  is  where  the  people 
of  this  countary  inveat  their  savings.    That  is  where  we  produce 

Productive  industry  that  will  pay  four  times,  at  least,  as  Mr.  Kelsey 
as  shown,  as  much  revenue  as  the  Government  and  the  munici- 
palities now  receive,  because  it  will  produce  revenues  that  they  do 
not  get  now  at  all  but  revenues  which  they  will  receive  if  you  will 
only  release  this  small  portion  of  the  tax.  Now,  there  is  no  class  of 
men  in  this  countrv  who  know  more  about  this  situation  to-dav 
than  the  promoting:  real  estate  operator,  and  I  am  now  going  to  call 
upon  Mr.  John  L.  Weaver,  the  president  of  the  National  Association 
of  Real  Estate  Boards^  and  ask  him  to  show  to  you  what  his  people 
all  over  the  country  think  about  this  matter. 

Mr.  Freah.  May  I  ask  you  one  question  because  I  think  this  is  a 
matter  we  are  all  interested  in.  What  amount  of  money  will  be 
taken  out  of  the  Treasury  by  this  exemption  that  ordinarily  would 
be  collected  and  turned  into  the  Treasury  ? 

Mr.  Parish.  It  is  verv  difficult  to  make  that  calculation.  We 
have  tried  for  a  long  time  to  get  at  some  definite  conclusion  about 
that.  The  best  statistician  that  has  been  employed  by  the  Govern- 
mmtj  Mr.  Franklin  L.  Miller,  employed  by  toe  Labor  Department, 
confessed  in  his  own  exposition  of  tfaos  matter  that  he  could  not  get 
beyond  65  per  cent  of  the  total  statistics,  but  it  does  not  appear  as 
if  the  total  amount  you  would  remit  in  the  way  of  taxes  over  a 
period  of  years — not  at  first,  because  this  thing  can  not  all  be  done 
at  once — but  the  total  amount  you  would  remit  in  the  way  of  revenue 
will  not  exceed  two  biUions  of  dollars  and  you  will  get  a  great  deal 
more  than  that. 

Mr.  Frear.  And  the  suggestion  is  that  we  do  remit  this  amount 
which  will  reach  two  billions  of  dollars  ?  • 
Mr.  Parish.  That     two  billions  of  capital. 
Mr.  Frbar.  Now,  how  shall  we  make  good  the  deficit  which  will 

be  caused  in  that  way  ? 

Mr.  Parish.  I  will  say  in  the  first  place  that  your  taxables  are 
diminishing.  They  are  disappearing  because  people  are  liquidating 
their  mortgages.  That  line  of  taxables  is  disappearing  just  as  fast 
as  the  mortgages  mature,  and  you  gentlemen  are  all  business  men 
or  lawyers  domg  business  for  business  men  and  you  know  that 
mortgages  on  the  average  mature  in  about  three  years,  so  that  about 
one-third  or  at  least  one-fourth  of  the  whole  volume  is  maturing 
every  year,  and  now  since  about  70  to  75  per  cent  of  all  the  mortgages 
are  taxable,  a  very  large  proportion  of  those  that  mature  are  being 
called  and  liquidated  and  redeemed.  We  have  shown  you  from 
our  statement  here  that  over  43  millions  of  dollars  of  mortgages 
were  paid  off  in  Manhattan  alone  in  the  first  four  months  of  this^ 
year.    That  was  taken  out  entirely  from  the  mortgage  market. 

Mr.  Frear.  There  were  $88,000,000  of  mortgages  made  on  new 
purchases  according  to  Mr.  Kelsey,  who  preceded  you. 

Mr.  Parish.  That  was  for  three  months.  For  another  month, 
adding  one  more  month,  it  is  $111,000,000  new  mortgages  were  made. 
Of  course  the  money  from  those  is  taxable,  but  those  imply  no  new 
investment  in  real  estate. 

Mr.  Bacharach.  They  were  not  purchase  money  mortgages? 
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Mr.  Pamsh.  They  were  purchase  money  mortgages;  ttey  do  not 
mean  new  money  in  the  market. 
Mr.  Frear.  But  they  will  brin^r  in  income  ? 

Ml .  Parish.  They  will  bring  in  income,  and  you  are  aiming  at  that, 

of  course:  so  that  all  the  income,  the  revenue,  the  Government  will 
be  remitting  under  this  bill  will  be  offset  by  the  addition  of  new  pur- 
chase money  mortgages  along  that  line,  and  the  Government  or  no 
part  of  them  can  lose  anything. 

STATEMENT  OF  ME.  JOHN  L.  WEAVER,  WASHINGTON,  D.  C, 
PEESIBEHT  OF  THE  NATIONAL  ASSOCIATION  OF  REAL 
ESTATE  BOABDS  OF  THE  mnTSD  STATES  AND  CANADA. 

Mr.  Weaver.  I  am  for  the  moment  president  of  the  National 
Association  of  Real  Estate  Boards  of  the  United  States  and  Canada, 
quite  an  imposing  title.  We  have  constituent  boards  in  over  190 
cities  in  this  country  and  Canada,  begimiing  with  the  great  city  of 
New  York  and  running  throughout  the  country  and  the  Pacific  coast, 
and  I  speak  for  that  group. 

W©  come  to  ask  for  a  stimulation  of  the  building  industry.  I  come 
to  say  to  you  gentlem^  that  this  building  industry  is  so  depressed, 
the  existing  revenue  act  has  had  such  a  bad  effect  on  the  building 
industry,  that  vou  will  be  justified  in  enacting  legislation  that  will 
stimulate  that  business.  I  w^ant  to  say  that  the  men  I  represent  do 
not  care  for  exemptions  or  subsidies  in  any  way;  we  are  opposed  to 
that.  We  beheve  the  trouble  we  now  have  is  the  result  of,  1  may  say, 
class  legislation.  This  exempting  of  bonds  of  the  Government, 
mimicipalities,  farm-loan  banks,  etc.,  has  caused  this  very  trouble. 
And  the  suggestion  made  h«re  this  morning  that  if  those  bonds  were 
brought  up  as  to  their  responsibilitieB  and  duties  in  the  tax  line,  to 
that  of  mortgage  money — ^if  that  were  done,  the  matter  would  clear 
itself  in  my  opinion. 

I  want  to  say  in  reply  to  a  question  from  the  gentleman  who  has 
just  left  as  to  what  we  should  do  to  prevent  the  influx  of  the  country 
people  to  the  city  that,  in  my  opinion,  it  is  this,  to  again  avoid  class 
legislation.  There  has  been,  and  I  so  stand  here  and  charge,  class 
legislation  going  on  in  respect  to  the  cities,  beginning  in  this  Washing- 
ton City  and  going  throughout  the  countrj^ — an  interference  with  the 
law  of  supply  and  demand — ^that  is  causing  this  movement  of  the 
population  from  the  country  to  the  cities. 

The  C5HAIEMAN.  To  what  class  legislation  do  you  refer! 

Mr.  Weaver.  I  am  coming  to  that,  sir.  I  mean  the  so-called 
regulatory  legislation,  controlling  rents  and  the  condition  of  rents  in 
the  cities ;  those  acts  which  presume  to  set  the  price  of  commodities. 
I  tell  you  gentlemen  that  those  acts  interfere  with  the  law  of  supply 
and  demand,  that  you  can  not  and  never  will  get  around. 

Mr.  LoNOWOBTH.  That  is  practically  all  war-time  legislation  ? 

Mr.  Weaver.  It  exists  to-day,  does  it  not  ? 

Mr.  LoNQWOBTH.  Yes;  but  that  is  because  we  are  technically  at  war. 
But  what  acts  outside  of  war-time  acts  are  there  that  interfere  with 
rents  ? 

Mr.  Weaver.  Will  you  let  me  come  back  to  that  ?  These  acts  have 
set  rents  at  a  low  price,  lower  than  they  should  be;  these  acts  have 
set  the  price  of  food;  these  acts  in  effect  have  made  it  desirable  and 
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advantageous  for  people  to  live  in  the  cities  where  they  could  get  low 
rents  and  lower  pnces  for  food  than  out  in  the  country,  and  of  course 
they  flood  into  the  cities.  I  tell  you  this  interference  with  the  law  of 
supply  and  demand  is  the  big  trouble  in  the  case  and  is  the  cause  of 
this  flow  of  population  from  the  country  into  the  city. 

Mr.  LoNGwoRTH.  But  what  legislation  other  than  war-time  legis- 
lation is  there  that  so  interferes  with  the  law  of  supply  and  demand  ? 

Mr.  Weaver.  My  friend  from  New  York  City  will  tell  you  there 
are  12  or  15  acts  affecting  real  estate  in  that  city,  passed  by  the  last 
lefflidature. 

Mr.  LoNGWORTH.  By  the  State  legislature.   I  was  referrnig  to 

congressional  legislation.  ^ 
Weaver.  We  have  in  Washington  CJity  an  act  Imown  as  the 

Ball  Act,  which  handles  it  in  the  same  way. 

Mr.  Treadway.  Has  Federal  legislation  interfered  with  construc- 
tion in  Washington? 

Mr.  Weaver.  Federal  legislation  has  interfered  with  construction 
in  Washington  and  throughout  the  country  in  this  way  

Mr.  Treadway.  Let  me  ask  you  about  Washington  particularly. 
You  made  reference  to  Washington,  and  I  know,  of  course,  you  are 
intwested  in  Washington  real  estate.  Has  there  not  been  more  con- 
struction going  on  her©  since  this  regulatory  legislation  than  there 
has  ever  been  ? 

Mr.  Weaver.  Probably.  I  am  not  in  possession  of  the  figures  to 
enable  me  to  state.  But,  Mr.  Ti-eadway,  this  legislation  is  driving 
from  the  real  estate  market  and  from  the  housing  market  money  in 
manv  ways.  This  very  discussion  sets  up  one  way.  You  have  legis- 
lation on  the  books  which  enables  our  banking  institutions,  the 
national  banking  institutions,  to  do  a  trust  company  and  savings 
bank  business,  thereby  drawing  from  heretofore  long-time  loans  sums 
of  money  and  funds  into  institutions  that  naturally  do  short-time 
loaning.  That  is  exhausting  the  money  market.  The  great  1ax>uble 
in  this  acute  housing  situation  is  the  lack  of  money,  and  when  such 
privileges  are  accorded  to  the  banks  that  do  this  business,  there  is 
another  source  where  the  mone}^  is  going.  ' 

Then  the  war-revenue  act  exacts  so  mucli  profit,  such  a  large  part 
of  the  profit,  in  real  estate  deals,  that  the  large  transactions  have  not, 
during  the  past  year,  been  consummated,  thereby  taking  from  the 
real  estate  market  a  source  that  makes  it  liquid,  that  would  bring 
funds  into  the  real  estate  market  and  funds  that  would  naturally  go 
back  into  real  estate  in  some  shape.  Much  of  it  would  go  back  into 
real  estate  in  small  houses,  which  are  so  distressingly  needed. 

Mr.  Treadway.  A  large  number  of  small  houses  nave  been  built, 
as  well  as  the  larger  apartment  houses,  to  our  knowledge,  in  the 
last  few  years.  Construction  is  going  on  now  to  an  enornious 
degree  and  I  am  astonished  at  it;  I  can  not  see  where  a  man  in  a 
business  like  yours  expects  to  get  his  market. 

Mr.  Weaver.  When  you  put  a  drop  of  ink  into  a  bucket  of  water 
it  will  cloud  the  whole  bucket  of  water;  and  when  you  drive  about 
the  city  and  see  what  is  going  on  it  gives  you  an  idea  a  great  deal 
is  being  done.  I  will  endeavor  to  get  you  some  statbUcs  on  that.  I 
think  you  are  in  error. 

Mr  Treadway.  I  would  reaUy  Uke  to  see  them,  because  I  am  very 

much  interested. 
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Mr.  Weaver.  T  think  the  quantity  of  building  is  not  sufficient  to 
justify  the  impression  wliieh  you  seem  to  have.  ' 

Mr.  Watson.  You  speak  of  the  lack  of  construction  of  buildings. 
Is  not  that  because  of  the  high  cost  of  material  and  labor,  and  there- 
fore when  you  go  to  borrow  money  for  building  purposes  a  man  hesi- 
tates to  loan  the  money  a  builder  desires  because  he  thinks  this  is 
only  a  temporary  con<totion  ?  Because  of  the  high  cost  of  building, 
if  I  loaned  money  in  the  amomit  desired,  in  a  few  years  I  probably 
would  have  control  of  the  property — ^would  own  the  property. 
That  is  the  reason  the  individuals,  as  well  as  the  banks,  will  not 
loan  the  money,  because  of  the  high  cost  of  construction  of  property  ? 

Mr.  Weaver.  You  are  quite  correct,  that  that  has  an  influence. 

Mr.  Watson.  Is  not  that  the  whole  thing? 

Mr.  Weavek.  No. 

Mr.  Watson.  So  far  as  I  know  it  is. 

Mr.  Bacharach.  If  we  do  enact  legislation  to  ex^pt  real  estate 
bonds,  do  you  think  that  would  aid  the  mortgage  market  at  this 
time? 

Mr.  Weaver.  I  am  confident  the  passage  of  this  act  would  relieve 
the  situation,  but  I  am  free  to  confess  I  beheve  it  is  a  temporary 
thing  and  will  not  cure  the  disease.  I  think  it  will  do  the  stimulating 
which  we  need  so  much  and  may  be  by  that  time  we  will  outgrow 
this  bad  condition. 

Mr.  Bacharach.  As  I  view  it  now,  when  money  can  earn  8  or  9 
per  cent  in  industrial  securities,  it  is  natural  it  woiild  not  go  into  the 
mortgage  market  until  such  time  as  money  gets  cheaper. 

Mr.  Weaver.  Let  me  take  that  point.  There  are  quantities  of 
money  throughout  the  country  that  prefers  a  first  mortgage  invest- 
ment "to  anything  else,  that  would  be  put  up  for  that  investment. 

Mr.  Bacharach.  I  agree  absolutely  to  that. 

Ml-.  Weaver.  They  would  rather  have  a  6  per  cent  clean-cut  mort- 
gage than  8,  9,  10,  or  12  per  cent  in  some  of  these  industrial  securities. 
They  would  rather  have  an  investment  of  which  they  are  in  control 
themselves  than  short-time  notes  or  stocks  end  bonds  in  corpora- 
tions. So  I  tell  you  you  are  not  correct  in  believing  m(»1)gage 
monev  would  not  compete  with  industrial  secmities. 

Mr.  Bacharach.  My  .experience  is  just  the  same  in  my  little  burg 
as  it  is  in  Washington  and  elsewhere,  and  up  there  mortgage  money 
is  called  in  because  the  people  can  earn  more  than  6  per  cent.  I  had 
one  client  who  had  $2,000,000  invested  in  moj-tgages  and  he  has 
Ci^led  in  every  dollar  because  he  could  get  more  than  6  per  cent  for 
his  money,  and  I  think  that  is  generally  true. 

Mr.  Weaver.  I  want  to  conclude  with  the  statement  that  the 
housing  industry,  the  building  industry,  is  so  depressed  that  you 
gentlemen  will  be  justified— may  I  be  permitted  to  say  nay,  it  is  your 
(iuty— to  put  such  legislation  on  the  statute  books,  or  so  change  it  that 
that  industry  will  be  stimulated  and  brought  back  in  order  that  we 
may  meet  these  pressing  needs. 

The  Chairman.  In  other  words,  you  recommend  the  exemption 
•from  taxation  of  money  invested  in  mortgages,  or  to  include  in  the 
taxable  list  other  securities  which  now  interfere  with  mortgage  loans  i 

Mr.  Weaver.  You  have  stated  my  conclusion,  sir,  better  than  I 
could  myself. 
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Mr.  Crisp.  May  I  ask  one  short  question?  I  would  like  to  have 
your  opinion  as  to  this  question.  Of  course,  all  the  committee  is 
familiar,  to  a  certain  extent,  with  the  laws  in  Washington.  I  under- 
stood you  to  say  that  in  Washington  the  real  estate  ownere  were 
not  getting  a  fan-  return  for  their  property.  Did  I  misunderstand 
you,  or  do  you  think — —  ' 

Mr.  Weaver.  You  did  not  misunderstand  me. 

Mr.  Crisp,  Or  do  you  think  rents  are  too  high  in  the  city  of  Wash- 
ington? 1   ■     1      •  i- 

Mr.  Weaver.  I  do  not  think  rents  are  too  high  in  the  city  ol 
Washington.  I  mean  to  say  the  property  owners  of  Washington 
City— I  do  not  speak  for  the  exceptional  profiteer;  I  am  glad  to  put 
the  heavy  hand  of  the  law  on  him  first,  last,  and  at  all  times,  but  I 
speak  of  the  class  now  of  the  owners  of  property  in  this  city,  and  it 
applies  to  other  cities,  that  they  have  not  received  that  advance  m 
rents  that  they  are  entitled  to.  I  want  to  tell  you  that  this  cycle 
of  profiteering,  so  called,  is  only  the  second  one  in  my  experience. 
The  first  one  came  in  this  city  and  in  all  other  cities  when  the  tenants 
stood  at  the  counters  and  said,  "I  will  take  that  house,  or  that  apart- 
ment, at  my  price,  if  you  paper,  if  you  install  new  plumbing,  if  you 
do  this,  that,  and  the  other,  and  if  you  give  me  two  months'  free  rent." 
That  was  the  first  round  of  profiteering  that  took  place  in  this  and 
other  cities.  This  is  only  the  second.  It  is  just  a  question  of  which 
partv  profiteers.  . 

Mr.  Crisp.  I  just  wanted  to  get  ^our  testimony  m  the  record, 
because  I  will  weigh  it  with  other  testimony  and  give  due  considera- 
tion to  your  opinion  as  to  the  rents  here. 

Mr.  Tread  WAY.  Let  me  ask  one  question:  You  were  referring  to 
this  matter  of  profiteering,  and  that  the  owners  of  real  estate  m 
Washington  are  not  to-day  receiving  a  fair  return  on  their  investment. 

Mr.  Weaver.  In  the  majority  of  instances. 

Mr.  Treadway.  Now,  what  advance  over  the  rents  of  four  years 
ago  would  you  consider  a  fair  percentage  of  increase  to  give  pro- 
perty owners  a  similar  return  to  what  they  were  receiving  when  we 
went  into  the  war  ? 

Mr.  Weaver.  T  would  like  an  opportunity  to  analyze  that  and 

submit  my  statement  in  writing. 

Mr.  Treax>way.  You  have  permission,  of  course,  to  revise  your 
remarks. 

ytc.  Weaver.  I  would  like  also  to  say,  Mr.  Treadway,  that  labor, 
coal,  taxes,  supplies,  and  all  those  things  necessary  to  maintain  and 
keep  property  m  shape  have  gone  ahead  from  50  to  100  per  cent,  and 

along  those  lines  I  would  base  the  increase  in  rents — not  an  increa'-e 
of  50  or  100  per  cent  in  the  rent,  hut  add  to  the  normal  rent  the  cost 
of  the-^e  elements  that  go  into  maintaining  and  operating  the  property. 

Mr.  Treadway.  I  would  be  glad  to  have  an  answer  to  the  (question 
at  your  convenience. 

IVIr.  Weaver.  I  will  submit  it. 

Mr.  Treadway.  You  understand  what  the  question  is,  what  would 
be  a  corresponding  fair  rental  to-day  as  compared  with  prices  of  five 
years  ago,  that  would  ^ve  the  owner  the  same  basis  of  return  on  his 

money  ? 

Mr.  Weaver.  Yes.  Shall  I  submit  that  to  you,  sir,  or  to  the 
committee  ? 
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Mr.  Trbadway.  !.<  t  it  go  into  your  remarks. 
The  Chairman.  Whom  do  you  wish  to  have  heard  next  ? 
Mr.  Parish.  There  are  halt  a  dozen  I  would  Uke  to  have  heard. 
Mr.  E.  L.  B^o^vll,  of  Birmingham,  Ala.,  I  should  like  to  have  speak 

for  a  moment  now  on  this  matter. 

STATEMENT  OF  ME.  E.  L.  BEOWN,  OF  BIRMINGHAM,  ALA. 

Mr.  Brown.  Mr.  Chairman,  I  am  from  Birmingham,  from  the  South 
and,  unlike  most  otiers,  I  have  no  disposition  or  ability  to  make  a 

speech.  _  •  •      •     i  j 

As  I  see  this  proposition,  there  are  two  major  propositions  mvolved. 
The  first  is  whether  or  not  at  this  time  a  great  emergency  confronts 
this  country  in  the  matter  of  properly  and  adequately  nousing  its 
population.  If  that  emergency  does  exist,  then  the  question  is 
whether  or  not  the  Government  can  come  to  the  rescue  without  entail- 
ing a  loss  upon  its  revenues  in  the  operation  of  the  Government. 
Mr.  Kelsey  has  very  admirably  stated  to  this  committee  that  this 
exemption  to  the  e"xtent  of  $40^000  invested  in  mortgages,  instead  of 
losing  revenue  to  the  Government,  will  add  to  it.  It  is  a  known  fact, 
I  think,  that  this  housmg  emergency  does  exist;  that  it  is  not  an 
emergency  that  applies  only  to  New  York  or  to  Washington  or  to  the 
large  cities  of  the  East,  but  it  applies  to  every  hamlet  and  every  village 
and  every  city  in  the  United  States. 

In  Birmingham,  mv  home,  building  has  practically  ceased;  and  it 
has  ceased  for  one  reason  only,  and  that  is  the  inability  of  those  who 
desire  to  build  to  get  mortgage  money  in  order  to  build.  One  of  the 
great  reasons  of  unrest,  in  my  judgment,  in  this  country  to-day  is  the 
crowded  and  insanitary  conditicins  of  the  houses.  I  believe  that  a  great 
deid  of  the  unrest,  of  the  bolshevism  and  kindred  things  are  caused 
from  this  one  fact  idone.  Even  if  it  entailed  a  slight  sacrifice  in  the 
revenues  of  the  Government  to  meet  this  situation,  I  think  it  should 
be  done;  but  when  it  does  not  entail  it,  it  seems  to  me  it  is  your  duty 

to  do  it.  1  V    i-  1 

Mr.  Dickinson.  Is  not  the  failure  to  build  largely  due  to  the  high 

cost  of  building  material? 

Mr.  Brown.  No,  sir.  Thousands  of  builders  and  real  estate  owners 
are  perfectly  willing  and  ready  to  build  now  if  they  can  get  the  money 
with  which  to  build.  The  lack  of  building  now  is  due  to  the  fact  of 
the  inabiUty  on  the  part  of  those  who  want  to  build  to  get  the  money. 

Mr.  Treadway.  How  about  the  price  of  material  and  labor  ? 

Mr.  Brown.  They  are  high. 

Mr.  Treadway.  Is  not  that  a  deterrent,  also  ? 

Mr.  Brown.  That  is  one  of  the  tilings,  but  that  is  not  the  mam  one. 

Mr.  Parrisu.  Mr.  Cyrus  C.  Miller,  I  will  call  next.  Mr.  Miller  is 
the  former  presulent  of  the  Borough  of  The  Bronx,  and  he  has  some- 
thmg  to  say  about  the  drift  from  the  towns  and  the  country  to  the 
oities. 

STATBMSVT  OF  MS.  CYBUS  C.  MILL£S«  OF  K£W  YOEK,  N.  Y. 

Mr.  MuxEB.  Mr.  Chairman  and  gentlemen,  I  won't  take  long.  I 
would  like  to  address  myself  to  the  argument  of  the  Member  from 
Texas,  who,  unfortunately,  has  left,  and  I  will  have  to  do  it  anyhow. 
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Some  25  vears  ago  I  was  retained  to  make  a  survey  of  the  State 
■of  New  York  to  find  out  why  tne  farmers  left  the  farms  and  drifted 
to  the  cities.  I  made  a  thorough  survey  and  have  kept  track  of 
the  matter  ever  since.  There  are  various  things,  but  the  argunient 
that  this  eacouragein«it  of  the  people  going  to.  the  cities  will  injure 
the  farmers,  it  seems  to  me,  is  put  wrong  end  to. 

It  is  quite  evident  unless  more  buildm^  are  erected  rents  must 
go  higher,  and  if  rents  go  higher,  the  workmg  people  must  pay  higher 
rents,  and  the  higher  the  rents  they  have  to  pay  the  less  the  buymg 
capacity  thev  have  and  the  less  money  they  have  to  pay  the  former 
for  his  "produce.  So  it  is  absolutely  necessary,  from  the  farmers 
point  of  view— and  when  I  say  that,  I  am  interested  m  the  market- 
mg  business:  I  am  a  city  man  by  adoption:  I  was  born  in  the  countrv 
and  worked  on  the  farm  and  have  a  farm  now— I  have  been  connected 
as  counsel  in  New  York  for  a  great  many  years  with  marketmg  organ- 
izations, and  I  know  we  have  kept  in  touch  with  Texas,  Cahfomia, 
and  various  other  States,  with  the  marketmg  situation,  and  we  know 
as  marketing  men  that  the  high  prices  which  the  city_  mm  hAve  to 
pay  for  their  rents  }>ear  directly  in  depressing  the  prices  which  we 
pav  to  the  farmers.    We  know  that. 

Mr.  Rainey.  Did  you  hud  out  why  they  left  the  country  to  come 
to  New  York  ? 

Mr.  Mili.br.  Yes. 

Mr.  Kainby.  Wixy  ? 

Mr.  Miller.  Because  the  farmers  did  not  make  any  money.  Ihev 
did  not  make  any  money  on  the  farms  in  New  York  State,  and  until 
this  Government  and  these  States  take  some  steps  to  niarket  the 
farmer's  produce  in  a  sane  and  intelligent  way,  the  situation  will  con- 
tinue. The  city  of  New  York  has  a  marketing  system  which  is 
chaos  persor.ified.  Other  cities  of  the  States  of  the  country  with 
which  I  am  very  familiar  have  marketing  facilities  which  are  ])erfectly 
absurd.  There  are  no  good  marketing  facilities  in  this  country :  none 
whatever.  If  you  were  to  go  to  New  York  to  trace  a  carload  of  pro- 
duce that  comes  into  New  York,  and  trace  it  around  to  the  ultunate 
consumer,  you  would  feel  an  eel  trap  with  the  corpse  of  the  eel  in  it 
would  be  nothing  in  comparison. 

There  is  only  one  solution  to  the  proposition  it  seems  to  me— r-more 
buildings  must  be  erected,  and  there  is  only  one  thing  to  do,  to  stimu- 
late money  to  come  into  the  market.  If  the  tenants  do  not  have  to 
pay  so  much  rent,  they  can  buy  more  food,  and  the  farmers  will  get 
the  benefit.  And  there  is  no  new  thing  in  stimulating  a  languishing 
industry;  it  has  been  done  for  the  past  100  yeai-s.  And  this  is  a  lan- 
guishing industry  and  from  the  various  angles  of  it,  and  not  from  that 
of  the  city  renter  at  aU,  but  from  the  farmers'  point  of  view,  and  the 
inarketing  point  of  view,  there  is  only  <me  thing  to  do,  and  that  is  to 
get  more  money  and  build  more  houses. 

Mr.  LoNGWORi  n.  Will  you  state  what  is  the  difference  between 
what  the  New  York  farmer  gets  for  his  produce  and  what  the  ultunate 
consumer  pays  ? 

Mr,  Miller.  He  gets  about  35  cents  out  of  the  dollar. 

Mr.  LoNGWORTH.  The  farmer  gets  35  cents  out  of  the  dollar  ? 

Mr.  Melleb.  It  would  average  from  36  to  45  cents. 

Mr.  LoNOWOBTH.  Then        middleman  gets  the  dijSerence  as . 
profitt 
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Mr,  Miller.  No;  it  is  not  profit;  it  is  all  wi^te*  A  carload  of 
stuif  will  come  in  and  there  will  be  no  way  of  handlirg  it  and  it  will 

stand  out  in  the  Jersey  meadows,  and  then  the  board  of  health  will 
come  alo  g  and  eo^ulemn  it.  Or  a  shipk>ad  of  stuff  will  come  in  from 
Spain,  and  it  will  be  dumped  out  on  the  dock,  and  that  night  the 
temperature  will  fail  20  degrees  below  zero,  aud  the  whole  shipmcut 
will  be  lost. 

Mr.  Frear.  Let  us  assume  the  deal  goes  through  from  the  pro- 
ducer to  the  consumer.  How  many  people  would  handle  that  on 
the  average  ? 

Mr.  Miller.  There  is  theVholesaler,  who  receives  it,  and  the  jobber 
and  may  he  a  seco'^d  jobber,  a^ul  the  retail(T.  But  the  principle, 
thirg  is  the  waste:  th^^  waste  is  something  yon  could  not  imagine. 

Mr.  LoxGwoRTH.  Then  the  comhinatio  i  of  the  waste  and  the  profit 
to-day  is  somethi^^g  like  65  per  cent? 

Mr.  Miller.  Yes.  And  nobody  makes  any  particular  amount  of 
money.  Why  ?  During  the  war  I  was  in  the  food  board  and  had 
control  of  all  this  proposition  in  New  York — ^the  Federal  food  board. 
I  had  hundreds  of  investi^tors  under  me,  and  they  went  over  hun- 
dreds of  books  and  went  into  this  profiteering  business,  because  we 
were  looking  for  those  people;  and  when  I  saw  the  waste  and  delay 
and  the  trucking  back  and  forth  and  all  the  various  things  that  go 
into  the  food  handling  in  New  York,  I  said,  ''This  thing  is  all  wrong.'* 
And  it  is.  And  the  farmer  has  to  pay  for  it.  I  am  not  a  theorist;  I 
am  a  farmer,  and  I  know. 

Mr.  Hadlbt.  What  is  your  idea  of  marketing  facilities  to  cure  that 
situation  9 

Mr.  Itfoj^.  Why,  to  increase  the  terminal  marketing  facilities. 
When  the  Army  went  over  to  France,  it  immediately,  at  St.  Nazaire, 
built  adequate  facilities,  and  hundreds  of  thousands  of  tons  of  food- 
stuffs were  handled  for  this  Government  without  delay. 

The  Chairman.  I  know  a  farmer  in  Michigan  who  shipped  a  car- 
load of  strawberries  to, a  commission  man  in  Chicago,  and  when  he 
received  the  report  back,  the  commission  man  said,  '  You  owe  me 
$2.48/' 

Mr.  Milusk.  I  would  not  be  surprised. 

The  Chairman.  And  he  answered,  have  no  money,  but  I  can 
send  you  another  carload  of  strawberries/'  [Laughter.] 

Mr.  Miller,  I  know  a  case  \\'here  20  carloads  of  watermelons  stood 
out  in  the  Jersey  meadows  and  had  to  be  destroyed,  and  I  know 
another  case  of  17,000  crates  of  Spanish  onions,  and  I  know  of  another 
case  of  14,000,  There  is  nothing  new  about  those  things;  everybody 
knows  them.  And  the  more  the  New  York  people  have  to  pay  for 
rent,  the  less  they  can  pay  the  farmer  for  his  produce,  and  it  comes 
right  back  to  him.  For  years  the  dtift  has  been  to  the  cities  because 
the  farmer  could  not  make  any  money;  and  he  is  not  making  any 
money  now,  and  he  won't  make  any  money  until  he  can  be  paid  a 
decent  amount  for  what  he  raises.  I  have  a  farm,  and  I  know  what 
it  is.  It  takes  quite  a  good  law  practice  to  support  a  farm.  I  know; 
I  own  a  farm.  [Laughter.] 

Mr.  Treadway.  In  New  York  City? 

Mr.  MiLLEK.  In  New  York  City.    It  takes  a  good  practice. 
The  CHAiKifAN.  I  kQow  of  another  gentleman  in  tne  room  of  the 
same  opinion. 
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Mr.  Dickinson.*  The  congestion  in  transportation  is  one  of  the 
things. 

Mr.  MiLLEB.  Precisely;  it  is.  And  then  with  all  the  money  you 
pay  in  extra  rents,  it  means  that  much  less  the  workman  has  with 
which  to  buy  food,  and  he  is  not  going  to  buy  food  from  the  farmer — 

he  can  not.  He  might  want  to,  but  he  can  not.  And  unless  you 
stimulate  this  industry  and  j^rovide  a  means  for  getting  money  for 
more  buildings  /your  farmer  is  going  to  suffer  from  Maine  to  Cali- 
fornia. And  I  know  it,  because  I  am  in  touch  with  these  different 
fanning  orgamzations  from  Maine  to  California.    That  is  my  business. 

Mr.  LoNGWORTH.  Do  I  understand  you  to  say  in  your  opinion  the 
lowering  of  rents  will  increase  the  value  of  produce  ? 

Mr.  Miller.  I  mean  to  say  just  that,  because  the  greater  the  buy- 
ing capacity,  the  more  money  with  which  you  have  to  buy,  the  better 
the  price  you  can  afford  to  pay.  If  I  do  not  have  the  money  to  buy, 
I  can  not  buy.    There  is  nothing  new  about  it;  I  am  not  introducing 

'any  new  principle. 

Mr.  LoNGWORTH.  How  would  that  affect  the  price  the  farmer  gets, 
because  you  say  he  only  gets  35  cents  out  of  the  dollar  ? 

Mr.  Miller.  Because  now  he  can  not  sell  much  stuff;  there  is  no 
of  getting  it  in  and  it  is  wasted  on  the  farm  and  he  stops  raising  it. 

Mr.  Rainey.  Will  there  be  less  waste  if  they  have  more  housing 
facilities  ? 

Mr,  Miller.  I  think  one  thing  It  will  do,  we  will  have  more  tax- 
ables^  and  to  go  into  this  terminal  busine^  and  make  decent  facilities, 
you  need  money  ;  and  if  you  have  the  money  to  provide  the  terminal 
facilities  they  will  buy  directly  from  the  farmers. 

Mr.  Frear.  That  Jersey  meadows  situation  of  which  you  speak, 
and  providing  terminal  markets,  or  questions  oi  that  kind;  what  relar 
tion  nas  that  to  this  matt«p  of  building  ? 

Mr.  Miller.  The  more  houses  you  build,  the  more  taxable  base 
you  have  and  the  more  money  you  have  to  put  into  those  things. 
I  go  to  people  now  to  talk  about  those  things  and  they  say,  ''Yes,  but 
we  have  not  any  money.'' 

Mr,  Frear.  That  is,  indirectly,  if  we  make  this  exemption,  the 
city  of  New  York  will  get  more  money  so  that  they  can  build  ter- 
minals and  create  a  better  market? 

Mr.  MiLtSB.  Precisely,  and  there  is  a  j>roposition  now  before  the 
board  of  estimate  and  apportionment  to  build  a  great  terminal  market 
in  the  Bronx  with  all  the  modem  facilities  for  handhng,  so  that  thev 
can  start  a  car  of  freight  from  California  and  put  it  into  New  York 
without  any  change;  but  we  have  not  any  money. 

Mr.  Parish.  I  would  like  to  call  Mr.  Robert  E.  Simon,  who  Avill 
address  you  on  another  phase,  a  very  important  phase,  of  this  ques- 
tion relating  to  costly  construction  along  the  hne  of  big  business 
building,  and  that  is  the  line  in  which  he  operates, 

STATEMENT  OF  MB.  EOBEET  E.  SIHOE,  EEPEESENTIEG  THE 
MEECHAITTS'  ASSOCIATIOH  OF  EEW  YOEK. 

Mr.  Simon.  The  Merchants'  Association  of  New  York  organized, 
as  Mr.  Miller  stated,  a  committee  to  look  into  the  housing  situation, 
and  the  result  of  that  committee's  deliberation  was  that  all  of  these 
very  interestis^  tlujags  you  have  heard  here  this  morning  ajbout  the 
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farms  and  the  local  rents  in  Washington  and  all  the  other  extraneous 
matters  brought  us  back  to  the  one  sunple  fact  that  everybody  in  the 
United  States,  barring  nobody,  man,  woman,  and  child,  knows  there 
is  a  lack  of  housing  in  this  country.  I  also  know  there  is  no  construc- 
tion going  on,  in  proportion  to  what  should  be  going  on. 

The  Merchants'  Association  made  up  their  mind  there  were  two 
things  necessary — three  things:  Labor,  material,  and  capital,  and 
that  the  capital  was  most  necessary.  You  can  not  hire  labor  without 
it;  you  can  not  buy  material  without  it.  So  it  got  dov/n  to  the  very 
simple  proposition:  How  are  you  going  to  get  the  money  to  build 
houses,  and  it  seems  to  me  that  is  the  one  basic  thing  for  this  com- 
mittee to  consider,  irrespective  of  everything  else,  because  we  know 
the  ramifications  are  innnite.  At  any  rate  this  is  a  step  to  get  one 
end  of  it,  but  you  can  not  say  this  solves  it  any  more  than  I.  laUm 
a  dog  chasing  his  tail  you  are  going  in  a  circle,  but  you  have  to 
begin  somewhere.  We  know  capital  is  necessary;  you  gentlemen 
know  housing  is  necessary  in  this  city,  so  let  us  start  out  with  that 
basis,  and  see  if  the  Government  is  going  to  sulfer.  If  the  Govern- 
ment is  not  going  to  suffer  and  you  gentlemen  can  bring  out  liquid 
money  to  start  housing,  and  if  housing  is  necessary  let  us  go  to  it. 

And  that  is  the  way  the  Merchants'  Association  views  this  situa- 
tion, and  that  is  the  way  w©  would  like  to  have  you  gentlemen  focus 
your  mincb  on  this  question — ^is  there  a  housing  question;  is  money 
the  chief  requisite  (can  you  do  anything  in  housing  without  money) ; 
and  if  it  is,  is  the  Government  going  to  suffer  the  loss  of  one  cent  by 
exempting  .S40.000  of  ,  mortgages  so  as  to  get  housing  back?  You 
gentlemen  may  not  recognize  it,  but  less  than  one-third  of  the  money 
that  goes  into  mortgages  in  the  United  States  comes  from  institutions ; 
two-thirds  of  it  comes  from  individuals.  I  am  glad  the  gentleman 
from  New  Jei-sey  is  here,  because  you  seem  to  think  it  is  the  high  rate 
<Kf  interest.  The  money  we  are  seeking  to  get  can  not  avail  itself,  in 
most  instances,  of  8,  9,  and  10  per  cent  int^est,  because  it  is  money 
put  out  by  executors  and  trustees,  who  are  r^ulated  bv  the  usury 
law,  which  in  New  York  is  6  per  cent.  They  are  not  allowed  to  go 
into  speculative  forms  of  investment;  they  are  only  allowed  to  go 
into  certain  forms  of  investment.  The  individual  we  are  trying  to 
get  to  put  his  money  back  into  mortgage  is  the  man  who  takes  a 
certificate  in  a  large  mortgage  or  the  man  who  takes  a  mortgage  of 
six  or  SGvm  thousand  dollars.  He  knows  nothing  about  trade 
acceptances.  The  Government  is  spending  thousands  of  dollars 
to-day  in  educational  work  to  keep  people  from  putting  their  money 
into  9,  10,  and  20  per  cent  investments,  and  advising  them  not  to  sell 
their  Liberty  bonds,  but  to  buy  Liberty  bonds  and  not  to  buy  oth^r 
things.  And  whUe  we  are  advising  them  to  do  that,  what  are  the 
savings  banks  doing?  The  savings  banks  are  sitting  back  and 
saying:  "Yes;  we  will  give  you  a  mortgage  on  tiiis  piece  of  property. 
How  much  do  you  want ?"  "I  want  $^50,000."  "We  will  loan  you 
the  money  if  you  will  take  $50,000  in  Liberty  bonds  at  par,  and  we 
will  give  you  a  mortgage."  That  is  how  they  are  getting  around  the 
usury  law.  . 

Mr.  Bacharaoh.  Aren't  you  just  confirming  my  contention  that 
they  are  investing  in  these  securities  that  pay  a  high  return  ?  You 
were  saying  they  could  not  take  advantage  of  the  usury  laws. 
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Mr.  Simon.  They  are  getting  around  it.  They  are  the  only  ones 
in  the  market  that  know  it.  They  are  not  taxed;  they  sit  back  and 
dump  the  Liberty  bonds  on  the  market. 

Mr.  Treadway.  Do  I  understand  you  to  say  if  a  man  goes  to  a 
savings  bank  and  asks  for  a  real-estate  mortgage  of  .«50,000,  he  is 
asked  by  the  bank  to  take  that  in  Liberty  bonds  at  par  ? 

Mr.  Simon.  He  is  not  asked;  he  is  told  he  can  not  get  the  money 
imless  he  does.  I  have  been  told  three  times  in  New  York  City 
mvBelf  in  the  last  month.  It  is  paymg  a  5  per  cent  bonus;  that  is 
what  it  amounts  to. 

Mr.  Treadway.  You  take  the  Liberty  bonds  at  par? 

Mr.  Simon.  You  take  the  Liberty  bonds  at  par  and  go  out  in  the 
market  and  sell  them  and  get  your'money  and  you  pay  a  5  per  cent 
bonus  for  a  5-year  loan,  besides  paying  the  lawyers  and  searching 
fees  and  everything  else. 

Mr.  Baoharach.  When  money  was  easier  you  did  not  have  any 
difficulty  m  placing  mortgages  in  New  York  City  or  elsewhere, 
did  you  1 

Mr.  Simon.  Yes;  we  have  not  had  but  60  days  or  90  days  of  a 
good  mortgage  market  in  the  last  six  years. 

Mr.  Bacharach.  Prior  to  the  last  six  years,  when  money  was  more 

plentiful,  when  it  was  bringing  3  or  3^  per  cent  on  the  exchange, 
you  did  not  have  any  difficulty  in  placing  mortgages  ? 

Mr.  Simon.  There  was  never  a  time  when  we  could  not  put  a  good 
real  estate  mortgage  out.  As  has  been  stated  here  this  morning, 
Hetty  Green  always  had  millions  of  money  to  put  out  in  mortgages. 

Mr.  Baoharach.  But  she  always  wantetl  a  5  per  cent  bonus  ? 

Mr.  Simon.  She  never  wanted  a  bonus;  she  wanted  ihe  interest. 

Mr.  Bacharaoh.  But  did  not  the  agents  want  a  bonus  ? 

Mr.  Simon.  They  got  their  commission. 

Mr.  Bacharach.  They  got  an  extraordinary  commission? 

Mr.  Simon.  Please  do  not  get  away  from  the  issue.  Are  you  trying 
to  convince  me  there  is  a  lack  of  housing  ? 

Mr.  Bacharach.  Oh,  no ;  I  am  talking  to  you  about  trydng  to  brmg 
money  into  the  mortgage  market,  and  I  do  not  beheve  you  can  do  it 
by  this  act. 

Mr.  Simon.  We  can  not  prove  it  imtil  we  try  it.  I  will  say  this, 
as  to  your  saying  perhaps  tiho  Government  won't  exact  that  legisla- 
tion  

Mr.  Bacharach.  I  did  not  say  they  would  not. 

Mr.  Simon.  I  say  perhaps  they  would  not,  the  burden  of  proof 
is  on  the  other  side.  I  know  what  I  can  do  with  my  money;  I  know 
I  can  take  my  money,  if  I  have  $40,000  to  invest,  and  I  can  buy 
Liberty  bonds  and  perhaps  may  be  able  to  buy  farm-loan  bonds  and 
municipal  bonds.  And  I  know,  too,  that  under  the  laws  of  many  of 
ike  States  the  executor  who  has  money  to  invest,  does  not  have  to 
put  the  money  iato  a  real  estate  mortgage.  But  the  real  estate 
mortgage  naturally  is  a  different  investment  from  any  other  you  can 
make;  there  is  no  element  of  speculation  and  no  market  for  it. 

Mr.  Bacharach.  And  when  Liberty  bonds  get  to  be  worth  what 
they  should  be,  selling  at  par,  then  the  people  will  go  to  purchasmg 
real  estate  mortgages;  that  is  my  judgment. 

Mr.  SiMQjf.  If  by  that  time  you  have  not  a  revolution  in  this 
«ountiy. 
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Mr.  Bacharach.  There  is  not  anything  more  sensitive  than  money  ? 
Mr.  Simon.  That  is  right. 

Mr.  Bacharach.  You  say  if  we  do  not  pass  this  act,  we  will  have 

a  revolution  ? 

Mr.  Simon.  Yes — ^not  if  you  do  not  pass  this  measure,  but  I  mean 
to  say  the  housing  question  is  at  the  root  of  the  unrest  in  this  country 
to-day,  I  mean  to  say  the  $500,000  that  the  Merchants'  Association 
is  raising  in  New  York  City  to-day  to  fight  the  trucking  situation  is 
largely  due  to  the  fact  when  the  man  comes  home  he  has  not  a  place 
to  go.  He  has  a  home  that  is  a  miserable  ]^lac(\  and  because  there 
is  a  lack  of  supply  and  his  rent  is  high,  he  is  unhappy.  His  costs  are 
high;  there  is  nobody  to  do  anything  for  him.  no  relief.  He  has 
been  bamboozled  by  the  New  York  State  Legislature  by  rent  l^is- 
lation,  which  was,  nothing  but  a  fooling  of  the  public.  It  does  not 
solve  the  economic  problem;  it  has  not  created  housing.  You  can 
choke  rents  down  and  do  anything  you  please,  but  you  are  not  going 
to  solve  this  question  until  you  increase  housing. 

Mr.  Bacharach.  That  is  'absolutel}'  true. 

Mr.  Simon.  Aside  from  the  shortage  of  the  housing  you  have  in 
this  country,  no  one  so  far  has  discussed  the  question  of  immigration. 
Do  you  watch  your  reports  ?  Do  you  know  what  hapnens  ?  Do  you 
realize  in  the  last  six  months  151,000  people  came  in  and  152,000 
went  out.  We  will  say  for  the  moment  that  balances  the  sheet ;  but 
do  you  realize — ^in  last  night's  Evening  Post  I  saw  an  article  that 
Ellis  Island  is  crowded.  They  are  beginning  to'  come  in,  and  the 
reports  to  the  Merchants'  Association  show  that  one  association  is 
bringing  2,000  people  a  week  from  Poland  over  here.  They  are 
farmers.  Those  are  people  we  want.  But  they  have  to  be  housed. 
What  is  the  use  of  talking  about  16,000  farm  houses  vacant  in  New 
York  State.  Supnose  there  are  50,000  vacant.  They  would  only 
take  care  of  150,000  people.  It  is  a  flea  bite,  when  we  are  talking 
about  1,-500,000  houses  short. 

Mr.  Fbeab.  That  is  true  in  Michigan  and  in  every'other  State. 

Mr.  Simon.  Absolutely.  And  I  will  prophesy  you  are  facing  at 
this  moment  a  crisis  in  this  country,  due  to  your  housing.  The  people 
in  this  country  are  sane,  quiet,  calm,  and  law  abiding;  they  are  hard 
working  people  if  they  see  someting  is  being  done  for  them.  We 
realized  that  and  you  saw  what  was  done  during  the  war.  They 
tried  to  get  theirs,  and  it  was  put  over  on  them.  The  thing  we  have 
to  do  is  to  give  encouragement.  Let  us  say  the  Government  is 
exempting  all  mortgages  for  farms.  All  right  now,  the  courts  are 
going  to  question  its  right  to  do  it;  but  the  Government  is  at  least 
going  to  show  it  is  trying  to  do  something  to  help.  You  ask  will 
the  building  of  housing  go  on.  If  you  gentlemen  will  give  us  S40,000 
exemptions  so  that  I  can  place  my  mortgages  in  New  York  City, 
I  can  tell  you  now  of  300  houses  I  have  been  consulted  about,  that 
people  are  ready  to  erect.  They  have  been  pounding  the  pavements 
in  New  York  City  

Mr.  LoNGwoRTH.  How  much  will  they  cost  to  build  ? 

Mr.  Simon.  The  house  is  to  be  a  six  room  hourse,  to  cost  has  than 
$9,000. 

Mr.  LoNGwoxera.  A  brick  house  ? 

Ifr.  Sfmon.  a  frame  house.    It  is  within  28  mdes  of  the  city. 

Mr.  LoNGwoRTH.  About  how  much  a  cube  ?  '  • 
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Mr.  Simon.  I  could  not  tell  you;  I  have  not  figured  it  that  way. 

We  have  pounded  the  sidewalks,  and  there  is  only  one  institution  in 
New  York  City  that  says  it  is  ready  to  make  the  loan.  That  is  the 
MetropoHtan  Life  Insurance  Co.  But  Mr.  Staples  sliowed  me  a  stack 
that  high -on  his  desk  and  said,  "I  am  swamped,  I  can  not  carry  the 
whole  country."  You  have  gentlemen  here,  such  as  Mr.  Miller  and 
Mr.  Bright,  and  as  Mr.  Kelsey  said,  they  are  between  the  capital 
invester  and  the  borrower.  Their  business  is  to  make  mortgages; 
They  make  it  a  business  of  guaranteeing  the  loans  and  attoiding  to 
the  details,  and  they  will  tell  you  what  tne  tendency  of  the  people  is. 
They  all  tell  me  "This  is  the  kind  of  investment  we  want  to  get;  we 
do  not  want  to  get  9  and  10  per  cent." 

Mr.  Watson.  If  you  go  to  a  building  and  trust  company  and  ask 
for  a  loan,  what  value  is  put  on  the  building;  the  value  of  it  in  1914,  or 
the  actual  cost  to  day  ? 

Mr.  Simon.  I  think  they  try  to  strike  a  happy  medium;  I  think 
they  realize  they  wiU  never  get  back  to  1914  wsta. 

Mr.  Watson.  Then  if  any  companies  were  to  offer  you  a  loan  of 
money,  they  would  offer  a  less  percentage  would  they  not?    For  in- 
stance, on  a  building  that  costs'$9,000,  how  much  would  you  ask  for 
a  loan  on  that  house  ? 
.  Mr.  Simon.  If  the  building  cost  $9,000  ? 

Mr.  Watson.  Yes: 

Mr.  Simon.  It  depends  on  what  the  land  value  is. 
Mr.  Watson.  When  you  speak  of  a  hduse  costing  $9.,000  what 
does  it  actuaDy  cost  to  buUd  ? 

Mr.  Simon.  This  is  a  matter  where  the  house  is  to  cost  $7,500  and 

the  land  $1,500. 

Mr.  Watson.  How  much  of  a  loan  do  vou  want  ? 
Mr.  Simon.  $4,500. 

Mr.  Watson.  You  want  a  loan  of  $4,500  ^ 

Mr.  SiiioN.  We  want  a  loan  of  $4,500,  and  we  are  ready  to  go 
through  with  it  and  can  not  get  it.  And  that  is  the  situation.  The 
house  is  ready — ^the  plans  are  ready  and  the  organization — and  they 
are  ready  to  go  ahead,  and  the  lands  have  been  made  free  and  clear. 

Mr.  Watson.  What  was  the  value  of  your  house  in  1914?  • 

Mr.  Simon.  I  should  say  about  $5,500. 

Mr.  Watson.  Then  there  is  not  very  much  margin  for  the  man  who 
loans  the  money,  if  you  take  the  value  in  1914  ? 

Mr.  Simon.  With  the  facts  Mr.  Kelsey  has  given  you  that  are  made 
by  your  own  Department  of  Labor,  that  we  are  3,000,000  houses 
snort  

Mr.  Watson.  In  1914  they  probably  would  have  loaned  you  $3,000, 
would  they  not  ? 

Mr.  Simon.  I  do  not  like  to  get  into  this  extraneous  discussion, 

but  I  wan-t  to  answer  you.  If  you  will  keep  vour  books  on  real 
estate  to-day  the  same  as  the  merchant  keeps  his  books,  you  will 
have  no  trouble.  You  take  the  increased  cost  of  construction,  and 
you  of  course  have  to  get  an  increase  in  rent.  You  can  not  expect 
to  put  up  a  building  and  lose  money  on  it.  You  charge  that  increased 
rent  ancf  amortize  yoiu*  building  long  before  the  cost  of  construction 
and  material  and  labor  has  dropped  enough  to  affect  your  security, 
and  you  will  be  caught  up  with  tne  fellow  with  whom  you  are  going 
to  have  to  compete. 
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Mr.  Baoharach.  You  make  the  statement  that  the  building  that 
in  1914  cost  $5,500  you  are  building  to-day  for  $7,500? 
Mr.  Simon.  The  land  and  building, 
Mr.  Bacharach.  I  moan  the  building  itself. 

Mr.  Simon.  The  building  itself  could  have  })een  built  for  $4,500 
against  $7,500  now.  And  do  not  forget,  too,  gentlemen,  that  90 
per  cent  of  the  cost  of  building  is  labor. 

Mr.  Watson.  Would  you  have  any  trouble  in  boirowiog  money  to 
the  extent  of  $3^000  on  a  building  costing  $4,500  ? 

Mr.  Simon.  Yes*  we  would  have  just  as  much  trouble,  and  there 
is  the  best  proof — ^it  is  just  a  question  that  the  money  is  not  available. 
We  go  from  place  to  place:  *^We  have  no  money  to  loan  on  mort- 
gages; we  are  buying  Liberty  bonds;  we  are  buying  municipals;  we 
are  putting  our  money  in  this  or  that;  we  are  not  buying  mortgages — 
we  are  buying  railroad  bonds,  which  axe  selling  at  70  and  maybe  will 
go  to  par. 

Mr.  Bagbaraoh.  You  could  place  those  mortgages  if  tl^y  could 
make  enough  premium^ 

Mr.  SmoN.  You  can.  Of  course^  you  know,  if  I  went  out  for  20 
per  cait  money  I  could  get  it? 

Mr.  Bacharach.  I  do  not  mean  20  per  cent. 

Mr.  Simon.  You  can  not  do  it  with  an  executor  or  trustee,  because 
it  is  usury,  and  he  is  not  allowed  to  charge  more  than  6  per  cent. 

Mr.  Bacharach.  You  said  he  was^not  allowed  to  do  it,  but  at  the 
same  time  he  is  doing  it. 

Mr.  Simon.  Not  the  executor  or  trustee.    I  said  the  savings  banks. 

Mr.  Tkeadway.  How  general  is  that  beii^  done  by  the  savmgs 
banks? 

Mr.  SmoN.  I  should  say  pretty  generally.  I  do  not  think  there  is 
moch  exception.    I  guess  they  are  all  domg  it,  all  that  tiiink  of  it. 

There  may  be  a  few  asleep  that  are  not. 

The  Chairman,  Would  you  recommend  that  this  bill  be  so  changed 
that  the  loans  be  exempt  only  where  the  total  loan  on  a  piece  of 
property  does  not  exceed  i540,000.    Would  that  meet  your  views? 

Mr.  Simon.  I  would  say  o^and  that  it  does  not,  for  the  reason 
that  the  danger— you  can  not  separate  mortgage  money  very  well, 
and  if  you  b^in  to  exempt  $40,000  for  mortgages,  then  the  $50,000, 
the  $60,000,  me  $100,000,  and  the  $200,000  mortgage  will  be  called 
in  order  to  be  reinvested  as  nontaxable  money  and  you  are  apt  to 
present  a  worse  situation. 

The  Chairman.  Is  it  not  true  that  the  man  who  borrows  money  to 
build  a  home  does  not  build  many  homes  in  excess  of  S40,000  in  cost  ? 

Mr.  Simon.  There  are  a  very  few.  But  you  could  not  put  any 
multifamily  houses  up  to-day  for  $40^000 — the  apartment  house — and 
that  is  going  to  go  a  long  way  to  solve  the  proposition.  You  can  not 
build  a  brick  bmlding  five  stories  high  

The  Chairman.  You  would  have  to  build  single  homes. 

Mr.  Simon.  Exactly;  and  you  have  to  build  apartment  houses, 
because  that  is  going  to  be  the  biggest  help  to  the  larger  cities. 

The  Chairman.  And  you  can  not  build  an  apartment  house  for  that  ? 

Mr.  Simon.  No. 

Mr.  Parish.  One  of  the  gentlemen  representing  the  largest  com- 
pany or  organization  engaged  in  the  production  of  small  houses  in 


the  Borough  of  Brooklyn  is  the  vice  president  of  that  organization, 
Mr.  William  M.  Greve,  i  think  his  business  exceeds  that  of  pretty 

nearly  all  the  other  organizations  together. 

STATEMENT  OF  MR.  WILLIAM  M.  GEEVE,  BEOOKLYN,  N.  Y. 

Mr.  Greve.  We  have  constructed  within  the  last  year  and  have 
now  under  construction  approximately  400  houses. 

The  Chairman.  What  is  the  average  cost? 

Mr.  Greve.  They  begin  at  about  S3, 600  apiece.  The  bulk  of  them 
run  from  $3,600  to  $6,500  apiece.  They  are  the  year-around  house, 
the  smaller  ones.  They  run  no  to  as  high  as  $20,000.  Those  houses 
are  two-family  houses.  We  have  consturcted  no  flats.  We  have 
one  development  that  appeals  to  the  very  m  dera  e  salaried  man 
where  we  are  constructing  250  houses  and  the  sellini!^  price  of  those 
houses  will  not  run,  as  said  before,  over  $3,600  to  .S6,500  apiece. 
On  those  250  houses^  we  havo  secured  38  loans.  They  are,  taken  as 
a  whole,  about  95  per  cent  completed  and  we  have  had  apphcations 
in  most  of  the  savings  banks  and  one  of  the  title  companies  and^  as 
yet,  we  have  no  loans  and  we  are  carrying  that  along  with  our  own 
capital.  Cf  course  we  can  not  afford  to  keep  our  capital  tied  up  on  a 
low  rate  of  interest,  because  we  have  an  overhead.  We  have  cur- 
tailed all  future  building  operations  because  of  the  money  situation, 
if  we  can  not  get  loans  we  can  not  build,  and  it  is  our  intention  to 
(juit  just  as  soon  as  our  ]>resent  operations  are  finished.  We  have 
got  to  finish  of  cours*e  what  we  started. 

I  have  had  some  experience  in  selling  niorgtages  (I  am  interested 
in  r.  mortgage  company  in  addition),  and  there  is  no  doubt  that  we 
could  sell  a  great  amount  of  mortgages  or  mortgage  certificates  if 
they  were  exempt  from  the  income  tax.  There  is  no  doubt  about 
getting  capital  if  we  had  that  exemption.  As  Mr.  Simon  said,  I  can 
get  the  money  if  we  want  to  pay  for  it:  but  if  we  have  to  pay  for  it, 
we  have  to  add  that  to  the  cost  of  the  buildings,  and  J.  do  not  think 
they  will  stand  any  further  burden  such  as  10  per  cent.  I  do  not 
believe  von  could  get  a  large  amount  of  mortgage  money  to-day  on 
better  than  10  per  cent.  I'hey  are  offered  to  us  every  day.  In  the 
last  month  or  more,  we  have  been  offered  mortgage  aftei'  mortgage 
on  a  10  per  cent  discount  basis  to  purchase. 

Mr.  Watson.  Of  what  kind  of  construction  is  thie  $3,600  house? 

ilr.  Greve.  They  are  frame  and  the  lower  priced  ones  have  no 
cellar.  They  have  double  floors,  five  rooms  anci  bath,  a  kitdiien  and 
a  range,  of  course. 

Mr.  Watson.  And  electric  lights  and  gas? 

^Ir.  Greve.  Electric  lights  and  gas,  water  and  sewer. 

Mr.  Watson.  They  are  merely  a  shells 

Mr.  Greve.  No:  not  a  shell. 

Mr.  Watson.  They  have  no  cellar;  diey  are  frame.   They  can  not 
be  very  valuable  houses.   How  many  rooms  have  they  ? 
Mr.  Greve.  Four  and  five  rooms. 
Mr.  LoxGWORTH.  What  will  they  rent  for? 

Mr,  Greve.  They  will  rent,  the  smaller  ones,  the  lower-priced 
houses,  for  about  S500. 
Mr.  Watsojs*.  What  is  the  loan  you  want  on  those  houses? 
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Mr.  Greve.  $1,750  to  $2,000,  on  the  lower-priced  houses,  up  to 
$3,000. 

Mr.  Watson.  You  say  they  are  double  houses  ? 
Mr.  Gbbvb.  No;  singles;  they  are  a  detached  house,  for  all  the  year 
around  living. 
Mr.  Watson.  What  is  the  size  of  the  lot  ? 

Mr.  Greve.  The  size  of  the  lot  in  this  development  is  40  by  50  or 
40  by  45.    The  house  is  a  square  house,  what  we  call  the  box  house, 

and  we  have  figured  it  out  so  as  to  get  every  available  foot  of  floor 
space  and  no  unnecessary  wall  space.  And  we  have  sold  in  that 
one  development  way  ahead  of  the  construction  and  completion; 
we  have  something  like  207  of  them  sold. 

Mr.  Watson.  They  are  houses  built  right  on  the  premises? 

Mr.  Greve.  Thev  are  built  right  on  the  premises. 

Mr.  Watson.  What  would  those  houses  nave  cost  in  1914? 

Mr.  Greve.  I  do  not  know  what  they  would  cost  in  1914,  but  I 
believe  the  mcreased  cost  of  construction  is  something  over  100  per 
cent. 

Mr.  Watson.  Then,  you  are  asking  for  a  loan  of  more  than  the 
house  would  have  cost  in  1914  ? 
Mr.  Greve.  No;  because  the  lot  

Mr.  Watson.  You  are  asking  for  a  loan  of  $1,700  on  a  house  which 
is  only  costing  $3,500  ? 

Mr.  Greve.  I  said  the  house  and  lot.  That  included  the  lot. 
This  is  a  type  of  house  they  live  in  all  the  year  around.  They  have 
been  a  success  because  we  have  sold  them  to  some  people— we 
started  this  development  last  summer  and  about  60  of  those  were 
occupied  during  this  winter,  which  was  severe,  and  they  were  a 
success. 

Mr.  Bachabach.  Why  not  get  a  building  and  loan  mortgage  on 
the  house  which  is  to  be  sold  to  an  individual  ? 

Mr.  Greve.  Because  that  is  expensive,  and  if  we  wanted  to  go  to 
that  expense  we  would  have  to  add  it  to  our  cost.  Our  problem  is 
to  sell  quantity  in  houses.  ,  ,,. 

Mr.  Bacharacjh.  Is  there  any  more  expense  to  place  a  buildmg  and 
loan  mortgage  than  there  is  any  other  mortgage  ? 

Mr.  Greve.  Oh,  yes. 

Mr.  Bacharach.  Down  our  way  it  is  less. 

Mr.  Watson.  What  is  the  heat  in  those  houses?  ^  . 

Mr.  Greve.  They  are  heated  by  the  American  Radiator  Co.,  which 
has  a  little  steam  boiler  that  they  say  you  can  put  in  the  parlor.  It 
is  very  clean  and  very  unique  and  it  costs  about  $240  a  house.  The 
radiation  goes  througn  two  pipes  and  radiates  into  the  various  roojns. 

The  prAlem  I  want  to  ask  you  is.  Where  are  we  gomg  to  get  the 
money  ?  And  if  we  do  not  get  the  mortgage  monev we  have  to  stop 
and  that  means  no  more  houses.  Now  we  build  and  construct  houses 
and  have  built  in  the  past  year  more  houses  on  a  cheap  scale  than  any 
iO  builders  in  the  Borough  of  Brooklyn,  which  is  the  largest  borough 
of  the  five  boroughs  of  New  York  City  and  the  home  borough.  If  we 
can  not  get  some  reUef,  we  have  to  quit;  and  not  alone  we  can  not  go 
on,  but  we  can  do  very  much  better  with  our  money.    I  thank  you. 

Mr.  Parish.  Mr.  Chakman,  about  three  weeks  ago  the  mayor  of 
New  York  appointed  a  housing  commission.  It  is  the  third  or  fourth 
of  that  class  of  commissions  that  has  been  sitting  on  that  question  in 
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New  York  City  during  this  last  year.  They  have  all  come  to  the  same 
Gondusion,  thai  the  one  thing  that  was  primarily  necessary  to  solve 
this  housing  problem,  not  only  for  New  York  City  but  for  the  entire 
country,  was  the  refief  that  this  bill  would  give  to  the  mortgage 

situation.  Mr.  E.  P.  Doyle  was  appointed  the  secretary  of  that 
housing  commission  and  he  brings  to  you  to-day  a  message  from  the 
)nayor  of  New  York  in  relation  to  that  question. 

STATSXENT  OF  MB.  E.  P.  DOYLE,  SECBETABY  OF  THE  HOUSINa 
COXmSSIOV  OF  THE  CITY  OF  HEW  YOBX. 

Mr.  DoTLE.  The  messi^  is  just  this:  In  1915,  there  were  938,000 
apartments  in  the  city  oTNew  York.    On  December  31,  1919,  there 

were  982,000  apartments,  an  increase  of  44,000  apartments  in  five 
years.  The  normal  increase  of  New  York  City  is  about  125,000 
people  a  year,  requiring  25,000  new  apartments  each  year,  housing  a 
family  of  five. 

There  was,  of  course,  an  abnormal  increase  dm-ing  the  last  four 
years.  The  tenement  house  commission,  whose  letter  I  have  here, 
estimates  that  160,000  apartments  are  needed  in  New  York  City 
to-day— new  apartments.  These  apartments  consist  of  four  rooms 
each  and  will  cost,  exclusive  of  the  land,  $4,000—41,000  a  room  or 
$4,000  an  apartment— making  a  total  of  $640,000,000,  of  which 
$560,000,000  perhaps  will  have  to  be  borrowed,  because  the  cost  I 
have  given  you  is  exclusive  of  the  land. 

There  are  60,000  apartments  in  the  city  of  New  York  in  which  two 
famiUes  or  more  than  two  families  are  living,  which  is  unhealthy  and 
absolutely  immoral.  Out  of  6,000,000  people  in  the  city  of  New 
York,  omy  300,0Q0  own  their  own  homes,  or  own  real  estate  and  the 
mayor  and  his' committee  and  the  committees  made  up  of  86  people 
taken  from  12  groups  interested  in  bnildinjg,  indudii^  also  the 
public  and  the  press,  are  convinced  that  this  is  an  absohitely  wrong 
condition  of  affairs.  And  the  mayor  said  for  me  to  tell  you  that  he 
felt  you  gentlemen  represent  the  6,000,000  j)eople  of  the  city  of  N'^w 
York,  one-sixteenth  of  the  people  of  the  United  States,  just  as  mucli 
as  he  does  and  that  jon  must  yourselves  realize  that  is  a  very  alarm- 
ing condition  of  a£fau*s  and  anything  you  could  do  that  would  help  to 

fet  the  people  to  own  homes  in  New  York  City,  why  you  ought  to 
o  it. 

I  also  represent  the  Real  Estate  Board  of  New  York,  winch  has 
letters  here  from  all  or  nearly  all  the  prominent  attorneys  in  New 

York,  who  formerly  loaned  most  of  the  mortgage  money  which  we 
used  and  who  are  not  loaning  any  now,  and  they  desh  e  me  especially 
to  express  their  gratification  with  the  sentiments  that  have  been 
uttered  by  the  chairman  of  your  committee  during,  the  last  four  or 
five  months,  in  which  he  expressed  himself  as  more  interested  in 
cutting  out  unnecessary  functions  of  Government  than  he  was  in 
mthec  conserving  the  present  source  of  revenue  or  finding  new  sources 

of  revenue.  ,     t     -cr  i_ 

Mr.  Parish.  Mr.  James  Prank  is  the  president  of  the  New  York 

State  Association  of  Real  Estate  Boards,  representing  organizations 

in  nearly  every  important  city  in  New  York  State.    I  should  like  to 

have  you  Listen  to  Mr.  Frank  for  a  couple  of  minutes. 
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(The  letters  filed  by  Mr.  Doyle  are  as  follows:) 

City  of  New  York, 
Mayo&'s  Housing  Oonfj:rbnce  Committee, 

May  25,  1920.^ 

CJOMMITTEE  ON  WaYS  AND  MeANS, 

House  of  Represi  ntatires,  Washington,  D.  C. 

Gentlemen-:  As  tenement-house  commissioner  of  the  city  of  New  York,  and  espe- 
ciallv  as  chairman  of  the  mavor's  housing  conference  committee,  whidi  latter  has 
been  formed  to  find  ways  and  means  to  increase  the  much-needed  hotismg  facilities 
of  the  city  I  am  gravely  conCOTied  about  the  ability  of  the  committee  to  induce 
investment  capital  to  entw  the  building  field  unless  something  affirmative  and  ag- 
crressive  is  done.  I  am  convinced  that  a  majority  of  those  who  are  possessed  ot  an 
expert  knowledge  of  the  matter  are  in  accord  with  me  that  one  of  the  essential  things 
to  be  done  to  aid  the  situation  and  induce  investment  capital  to  enter  the  building 
field  i<  to  exempt  mortgages  from  Federal  as  well  as  State  income  taxes. 

The  opportunities  offered  to  investment  capital  in  the  general  market  to  purchase 
industrial,  railroad,  and  even  National  Government  bonds,  producing  a  laaser  mter^t 
return,  has  practically  driven  mortgage  money  from  the  market,  and  irnless  an  ad- 
vantage is  ^ven  mortgage  investment  csfntal,  I  am  appnh^Nnve  of  bnngmg  about 

^*Vi^^tfuUy  submit  that  eveary  effort  should  be  made  to  induce  Congress  to  pass  a 
law  to  exempt  mortgagee  acc^tdiiigly. 

Yours,  truly,  ^^^^^  ^^^^^  Chamnan. 


Bkal  Eotatb  Boakd  of  New  York, 

Nm  York,  May  ir>,  1920. 

Hon.  JoaBFH  W.  Fordney, 

Clmmm  Ways  nnd  Means  Committer, 

Home  Oflice  Building.  Washington,  />.  C 

Bbah-Sir:  Mr.  Edvard  P.  Dovle  is  authorized  to  represent  the  Real  Estate  Board 
of  New  York  at  the  hearing  on  Weanesdav,  May  2fi,  on  the  McLaughlin  bill  (H.  K. 
8080).  to  encourage  the  building  of  homes  by  providmg  for  exemption  from  taxation 
of  the  income  of  mortgages  on  real  estate.  •      ,     .      .  .         ^  *  *i. 

The  Real  Estate  Board  of  New  York  believes  that  the  Situation  growmg  out  of  the 
taxation  of  the  interest  on  mortgages  under  the  Federal  income  tax  law  is  so  serious, 
because  of  the  inability  of  real  estate  to  compete  with  tax-free  securities,  that  such 
mortsaees  should  be  entirelv  exempted  from  the  provisions  of  the  said  law . 

Ttetax  above  referred  to  is  causing  the  withdrawal  of  fimos  irom  real  estate  and 
preventing  the  loaning  of  new  funds.  ,      .       ,  xu       u  ^ 

I^iuh  r  the  existing  critical  situation  caused  by  the  housing  shortage  throughout 
th^^  countr  /  the  continued  taxation  of  the  income  from  mortgages  is,  for  the  reasons 
stated  indefensible.  Its  efi'ect  is  felt  not  only  by  investors,  but  far  more  SOTOUsly 
by  the  public,  who,  as  tenants,  suffer  personal  discomfort  and  financial  loss  because 

^^Mr^  Dovle  will  further  set  forth  the  arguments  for  this  board,  not  only  in  favor  of 
the  principle  involvea  in  the  McLaughlin  measiu-e,  but  for  extending  the  exemption 
therein  proposed  so  that  it  include  the  principal  sum  of  all  mortgages. 

Respectfully,  youna,  ^  ^  ^, 

*  »  Richard  O.  (  hittick, 

Ediecutive  Secretary. 


Oabtbb,  Lbdyard  &  MiLBtmN, 

Counsellors  at  Law, 
New  York,  April  19, 1920. 

BiCHAED  O,  Chittick,  Esq.,  ,   .  ,t  7 

McemUve  Secretary,  Real  Estate  Board  of  New  York, 

New  YorJ:  (^itij. 

Dear  Sir:  In  replv  to  vour  letter  of  April  15.  1  would  say  that  niy  ex])erieiice  is 
that  mortgage  monev  is  each  day  ]>ecoming  more  and  more  difficult  to  ol)tain.^  1 
feel  no  doubt  that  this  is  due  in  a  large  measure  to  continued  and  increasing  taxation. 

Diu-ino'  tlie  last  year  the  State  of  New  York  has  added  a  tax  on  interest  from  mor^ 
gages  inVldition  to  the  tax  theretofore  collected  by  the  Federal  Government,  and 
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the  heavy  surtax  imposed  on  interest  upon  mortgage  investments  is  a  fatal  handicap 
so  far  as  individuals  and  estates  are  concerned,  preventing  them  from  investing 
large  amounts  of  money  in  mortgages;  such  investments  can  only  advantageously 
be  made  at  the  present  time  by  exempt  institutions. 

Very  truly,  yours,  ^  ^^^^ 


54  Wall  Street, 
Nm  York,  AprU  17, 1920. 

Richard  O.  CHrmcK,  Esq  ,  . 
m£em^ve8emtary,Bml  Estate  Board  of  New  York, 

New  York  City. 

Dear  Sib:  In  reply  to  your  letter  of  the  15th  instant,  in  our  view  the  withdrawal 
ol  mortgage  money  is  almost  entirely  due  to  present  methods  of  taxation,  and  total 
exemption  of  interest  on  mortgages  would  unquestionably,  we  think,  relieve  present 
conditions  in  the  mortgage  loan  situation. 

YourB,  very  truly,  ^^^^  ^^^^^  ^  Camtbei*. 


New  York,  April  17,  1920. 

ElCHARD  O.  Chittick,  Esq.. 

Executive  Secretary,  Real  Estate  Board  of  New  York, 

New  York. 

Dear  Sir:  Your  letter  of  yesterday  is  received  in  which  you  ask  our  views  as  to  the 
probable  effect  on  the  real  estate  market  of  the  pasdng  of  exemption  bills  which 
should  grant  total  exemption  of  the  interest  on  mortgages  from  the  provisions  of  the 
State  income  tax;  abo  as  to  the  effect  if  the  Fedeml  Govemment  would  grant  nmilar 

*^The*New  York  State  income  tax  is  now  relativelv  low  as  compared  with  the  Federal 
income  tax.  The  exemption  of  mortgage  interest  from  the  State  tax  would,  no  doubt, 
help  to  make  mortgage  monev  available,  but  whether  this  would  go  far  enough  to 
really  affect  the  mortgage  market  is  a  question.  But  if  the  interest  on  mortgages  were 
exempted  from  the  Federal  income  tax  it  would  undoubtedly  have  a  matmal  effect 
on  the  situation,  for  it  would  make  such  mortgages  as  attractive  m  respect  to  tax 
questions  as  municipal  bonds  are,  and  this  would  undoubtedly  make  available  for 
mortgages  lar^e  sums  which  are  now  invested  in  muni<Hpal  bonds  beanng  low«r 
interest  than  is  now  paid  on  morl^;ageB. 

Very  truly  yours.    ^^^^^  ^ 

Nbw  Yoek,  AprU  19, 19t0. 

Real  Estate  Boaed  op  New  Tobk, 

OUy. 

Dear  Siks:  We  acknowledge  receipt  of  your  circular  lettw  of  the  15th  instant,  and 
in  reply  beg  to  state  Uiat  we  nave  foimd  that  our  clients  are  desirous  of  withdrawing 
the  money  tiiat  they  have  outstanding  in  mortgages,  due  to  the  small  return  that  same 
net  them.  In  our  opinion  a  legislative  enactment  exemption  interest  on  mortgages 
from  provisions  of  the  income  tax,  both  State  and  Federal,  would  be  beneficial  and 
woulcf  to  a  large  extent  encovirage  the  loaning  of  money  on  mortgages. 
Yours,  truly.  «  - 

AlSXAKDBB,  OOIEDT  &  SONDHEIK. 
By  H.  J.  SoNDHBOt. 


New  Yobk  Gnnr,  AprU  19, 19ga. 

Mr.  B.  O.  OHimcK, 

Exeeittm  Sterttary  JReoI  Estate  Board,  New  York. 
Deab  Sib:  Replying  to  your  lett«  <rf  the  15th  instant,  a  considerable  amount  of 
mortgage  money  has  been  withdrawn  from  the  market  by  our  clients  because  of  un- 
favorable tax  legislation.  On  payment  of  mortgages  the  proceeds  are  being  invested 
in  other  securities.  In  my  opinion  the  exemption  of  mortgage  interest  from  inconie 
tax  would  attract  a  considerable  amount  of  money  for  mortgage  investment  and, 
through  the  consequent  encouragement  to  building,  would  directly  aid  in  reheving 
the  present  housing  situation. 

Yours,  very  truly,  Geoboe  R.  CoiroHLAH. 
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New  Yoek,  April  19, 1920. 

Mr.  Richard  O,  Chittick, 

Ikicmaive  Secretary  Red.  Estate  Board  of  New  Yirrk,  ^  . 

217  Broadway,  New  7brk  Ctty. 

T>EKR  Sir:  Replying  to  vour  inquiry  under  date  of  April  15,  it  is  our  judraient  that 
mortsage  money  is  being  rapidly  withdrawn  from  real  estate  on  accomt  of  competi- 
tion with  other  securities  enjoying  exemption  from  income  taxation,  partial  or  total. 
We  have  personal  knowledge  of  instances  in  which  chents  have  actually  paid  for  the  . 
Brivilege  of  being  permitted  to  anticipate  maturity  of  mortgage,  so  that  by  conversion 
mto  oAer  secuoSles.  they  might  enjoy  larger  net  income.  Naturally,  the  effect  of 
any  legislation  granting  exemption  from  income  taxation  of  interest  on  mortgages 
could  not  fail  to  be  beneficial  to  the  mortgage  market,  although  we  leel  that  some  ol 
the  money  which  has  been  attracted  away  from  that  market  would  hnd  its  way  bacK 
onlv  slowly,  if  at  all  We  feel  that  State  legislation  on  the  subject  will  accomplMll 
verV  little,  unless  similar  legislation  is  obtained  from  Congress.  It  is  certamly  sig- 
nitibant  of  the  temper  of  the  times  that  of  aU  the  legislatwn  in  this  State  proposed  to 
alleviate  housing  conditions,  the  only  measure  that  has  failed  of  passage  is  that  one 
designed  to  aid  the  mortgage  money  market,  which  »  so  essential  to  the  resomption 
of  building. 

Very  truly,  yoms,  M.  S.  &  I.  S.  Isaacs. 


Nbw  Yobk,  AprU  19,  mo. 

Rkax  Estate  Boasd  ov  New  York, 

City. 

Dear  Sirs:  We  have  vour  letter  of  April  15,  1920,  in  which  you  state  that  it  is. 
generally  believed  that  mortgage  money  is  being  withdrawn  rapidly  from  real  estaie 
on  account  of  heavy  taxation  and  ask  us  to  state:  ,  ^         .  „# 

1  We  have  been  instructed  by  a  number  of  our  chents  to  require  payment  of 
mortgages  aggregating  approximately  11,000,000  because  of  the  demre  to  invest  in 
secunties  olS  » Iwger  income  return  to  offset  the  income  tax.  Our  experience  in 
doBins  loans  secured  by  real  estate  mortgages  for  finanaal  institutions  which  we  repre- 
8«Sr»tisfieB  us  that  omn  is  not  an  isolated  case,  but  is  symptomatic  of  a  general 

2  The  effect  of  legislation  exempting  interest  on  mortgages  from  the  State  inoMne 
tax  would  be  to  make  more  money  available  for  that  class  of  investment  prodded  tlie 
exemption  be  not  limited  to  any  particular  amount  of  mortg^.  It  woiUd,_  m  oiuur 
opinion,  attract  investors  to  mortgages  if  it  were  supplemented  by  similar  Jegistatum 

°V^OOTimwStoyBiff  ques&m  2  is  almost  a  sufficient  reply  to  question  3.  Exemp- 
tion from  the  Federal  income  tax,  both  normal  and  surtax,  would,  of  course,  bring 
much  more  monev  into  the  mortgage  market  than  exemption  from  the  State  tax  alone. 

We  wish  to  add  that  we  can  see  no  valid  reason  for  disc-nmination  between  mort- 
gages on  farms  and  mortgages  on  city  realty.  This  discriinination  exists  be^uf e  (J 
the  exemptions  of  Federal  land  banks  and  national  farm  loan  associations  from  the 

Federal  income  tax.  ,  .  ^  j.-       t  w.»^»o»«<> 

We  have  no  sympathy  with  a  movement  for  a  partial  exemption  of  mortgages 
because  we  are  convinced  that  a  partial  exemption  would  not  alleviate  the  existing 
housinff  conditiojiB.  Something  must  be  done,  and  done  promptly,  to  induce  investors 
to  TOttout  money  on  mortnages,  for  without  mortgage  loans  no  new  building  operati9ns 
S?be  JndeSrSS^buildingB  are  the  only  possible  solution  of  the  housing 

difficulties.  •  ^ 

YouiB.  truly,  ^  j^^^ 


New  York,  April  16,  mo. 

Mr.  Richard  0.  Chittick.  ,  .„     xr  t 

Executive  Secretary  Real  Estate  Board  of  York, 

S17  Broadway,  New  York  City. 

Dear  Sir:  Answering  your  inquiry  of  the  16th,  my  experience  is: 
1.  That  mortgage  moiey  is  being  steadily  and  rapidly  mthdrawn  from  real  estate 
on  account  of  tirexcess-profits  tax.  There  are  a  number  of  small  investors  who  have 
never  aSied  anything  but  real  estate  mortgages  who  still  think  that  that  is  the  only 
nroner  investment  for  them.  It  seems  likely  that  it  is  only  a  question  of  a  few  montiis 
when  they  will  discover  that  better  rates  can  be  obtained  with  equal  security  from 
other  investments. 
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2  The  effect  of  exempting  interest  on  mortgages  from  the  State  income  tax  mU 
be  iiictically  nil.  On  I  6  per  cent  mortgage  for  $40,000  at, the  Ijresent  1  per  cent 
rate  the  exemption  would  amount  to  $24  per  year.    This  is  ^^^^^t. 

3.  If  the  State  exemption  resulted  in  a  sinular  exemption  by  the  ^^^g^Q^^X^ 
ment  from  the  excess-profits  tax,  the  fiivorable  effect  on  real  estate  mortesee  market 
would  be  very  marked. 

Very  truly,  yours,  ^  ^  Cabeington. 


'  Nbw  Yobk,  AprU  16, 19g0. 

Mr.  R.  O.  CHrmcK, 

Real  Estate  Board  of  New  York,  ,  ^. 

217  Broadway,  New  York  C%ty. 
Dbab  Sir:  In  reply  to  your  letter  of  April  15  would  say  that  we  think  it  ^vould  be 
a  distinct  advantage  to  real  property  and  tend  to  reduce  the  high  cost  of  Petals  i» 
both  the  Federal  and  State  income  taxes  on  mortgages  were  repealed    \Ve  doubt 
very  much  whether  the  repeal  of  the  State  tax  alone  would  have  a  great  deal  of  effect. 
Vary  ti^uly.  yours,  g  SrANWoon  Mbnkbh. 

Nbw  Yobk,  AprU  16, 19t0. 

Mr.  Richard  O.  Chittick, 

Real  EstaU  Board  of  New  York,  ' 

217  Broadway,  New  York,  N.  Y. 
De\r  Sir:  Replying  to  your  circular  letter  of  the  15th  instant,  I  beg  to  say: 
1  For  various  reasons  clients  for  whom  we  have  pre^dously  made  mortgage  loans 
are'roquiring  pavment  of  these  loans.   The  principal  reason  is  the  heavy  taxatiOTi. 
2.  Repeal  of  the  State  income  tax  as  to  interest  on  mortgage  loans  would  Have 

^  S.^S^ome  of  our  cliente  woUld  continue  theur  mortoage  loans  if  they  were  freed  from 
the  payment  of  a  Federal  tax  on  the  income  mm  Idiese  loans. 

■Yours,  very  truly,  ^  g  ^^^^ 


April  17,  1920. 

The  Real  Estate  Board  of  New  York, 

'^17  Broadway,  New  York  rtiy. 

Genti  ESI  en  :  Replying  to  your  circular  letter  of  the  15th  instant  conceming^exemp- 
tion  of  real  estate  mortgages  from  income  taxation,  we  beg  to  express  an  opimen  as 

1 1  hi  been  our  experience  for  many  years  past  to  represent  a  great  number  oj  Pereons 
acting  individuaUy  and  in  representative  capacities,  who  favored  real  estate  mortgages 
M  aS^i^e^St  ibove  almcSt  any  other  kind  of  security.  Recently  a  great  number 
of  these,  in  fact  a  number  large  enough  to  have  already  created  quite  some  comment 
among  the  members  of  our  firm,  have  been  refusing  to  extend  the  time  of  pavment  ^ 
the  mortgages  which  they  hold  insisting  that  due  solely  to  the  income  t^atiwi  th^ 
could  not  afford  to  allow  their  money  to  be  invested  i^VJi^oigaees.  We  Imve  <^ 
several  occasions  discussed  this  matter  with  investors  of  *»Uf  tyP«  ^\the  opinwm 
seems  to  be  general  that  when  one  can  buy  tax-exempt  secunties  of  high  grade  most 
of  which  haVe  governmental  guaranties,  if  not  actuaUy  govemmentel  obligations, 
and  receive  an  mterest  rate  of  approximately  5  per  cent  on  par,  real  estate  mortgages, 
wtoch  afford  but  little  greater  interest,  and  which  interest  is  m  many  instances  subject 
to  a  high  rate  of  taxafion,  are  considerably  less  desirable.  In  addition  to  the  fore- 
going it  must  be  borne  in  mind  that  the  securities  mentioned  can  be  bought  upon 
such  a  basis  that  if  held  until  maturity  or  until  such  time  as  general  conditaons«Jti)ra 
to  normal  a  verv  appreciable  profit  in  addition  to  the  interest  rate  ^^^f  ^ecur^ 
to  the  investor  and  this  profit  will  very  probably  be  made  in  the  future  at  a  time  when 
the  income-tax  rate  is  considerably  lower  than  it  is  at  present;  .        .  „„„ 

The  recent  furor  concerning  high  rents  and  the  results  thereof  arises  in  great  meas- 
ure by  an  excess  of  demand  for  space  over  the  supply  of  space  available,  and  conse- 
quently a  new  constiuction  furnishes  the  only  logical  remedy,  which  new  construction 
Sowevi,  must  be  assisted  by  the  usual  building  loans  or,  at  least,  by  the  ability  of 
the  owner  to  secure  mortgages  upon  the  property  when  completed.  If  J;^* 
time  when  the  prevailing  interest  rate  is  approximately  7  per  cent  on  lugh-<la« 
investments,  which  investments  are  subject  to  ready  reahzation  upona  day  b  /J^ce, 
an  investor  is  approached  for  a  loan  to  be  secured  by  mortgage,  the  interest  rate  of  WWcn 
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can  not  legally  exceed  6  per  cent,  bat  wiiich  is  most  often  5^  per  cent  or  lees,  and  f  iir- 
nifihes  an  investment  wMch  is  not  by  any  means  liquid  in  the  sense  that  xt  can  be 
readily  realized  upon  within  a  short  time  and  offers  no  specnlating  opportunities  for 
a  profit,  the  decision  of  the  investor  must  necessarily  be  adverse  to  the  mortgage. 
The  foregoing  example  is  rendered  all  the  more  pointed  by  the  fact  that  securities 
entirely  tax  exempt  under  Federal  taxation  yield  to-day  in  many  instances  5  per  cent 
to  6  i>er  cent,  whereas  from  the  mortgage  interest  there  must  be  deducted  the  amoimt 

of  the  income  tax.  ,  *_     xi.   a*  *  • 

It  <loes  not  seem  to  us  that  an  exemption  of  mortgage  interest  from  the  state  income 
tax  alone  would  furnish  any  real  benefit  under  the  present  low  rate  of  taxation;  but 
an  exemption  from  Federal  income  tax,  or  possibly  an  exemption  from  inheritance 
tax  both  Federal  and  State,  might  afford  a  considerable  benefit.  In  this  regard, 
however,  we  foresee  a  certain  amount  of  difficulty,  owing  to  the  fact  that  almost  all 
bond  issues  dealt  in  as  securities  are  merely  another  form  of  participation  m  real 
estate  mortgage  security;  that  is  to  say,  a  corporate  mortgage  upon  the  real  estate, 
franchises,  etc.,  of  the  corporation  is  granted  to  a  trustee,  which  trustee  thereupon 
issues  bonds  which  are  in  a  sense  praticipation  certificates.  For  this  reason,  as  we 
presume  you  have  already  foreseen,  a  plan  i^ould  be  prepared  excluding  trust  mort- 
gages which  are  underlying  security  for  corpoxate  or  otiier  Ixmd  issues. 
Yours,  truly, 

BosB  &  Pasxub,  AUormy9. 


New  Yobk,  April  16,  1920. 

iUcHARD  O.  Chittick, 

Secretary  Beai  Estate  Board  of  New  York, 

217  Broadway,  New  York  City. 

Dear  Sir:  I  am  to-dav  in  receipt  of  your  favor  of  April  15,  in  which  you  have  been 
eood  enousrh  to  ask  my  opinion  on  questions  regarding  investment  in  mortgages  located 

in  New  York.  .  ,  •      ■.•  ^     x.  u 

In  reply.  I  beg  to  say  that  after  aa  expenence  of  35  years,  in  which  I  have  been 
investing  moneys  belonging  to  trust  eetates  and  individuals  in  bond  and  mortgage,  1 
haye  entirely  diacontinued  this  character  of  investment.  The  chief  reason,  perhaps 
the  only  reason  for  this  action,  is  the  question  of  taxation.  A  few  years  ago,  we  seri- 
ously considered  the  discontinuance  of  loaning  on  bond  and  mortgage  on  account  ot 
the  imposition  of  the  personal  estate  tax,  but  that  was  remedied  by  substituting  a 
recording  tax.    At  the  present,  we  can  not  afford  to  invest  in  these  securities  solely 

because  of  taxation.  ,    .  ,   .  ^  j.  i 

I  am  of  opinion  that  if  New  York  State  would  enact  legislation  granting  total  exemp- 
tion of  interest  on  mortgages  from  the  proviaionB  of  the  income  tax,  the  atualaon  would 
be  materially  improved,  but  not  sufficiently  as  to  attract  money  in  any  volume.  1 
think  that  it  is  esBential  either  that  the  legal  interest  rate  should  be  increased  from  6 
to  7  or  8  per  cent  or  that  the  Federal  inewaie  tax  should  also  exempt  from  taxaUon 

mortgage  income.  ^  ^  «      i  „ 

It  has  seemed  to  me  that  to  limit  the  exemption  to  interest  on  mortgages  ot  under 
$40  000  is  useless,  for  the  reason  that  only  large  estates  or  wealthy  individuals  own 
large  mortgages,  and  such  income  is  therefore  subject  to  high  surtax  rates.  Betates  or 
individuals  loaning  on  mortgages  for  small  amounts  are  not,  as  a  rule,  subject  to  the 
surtax 

I  might  say  further  that  not  only  have  I  discontinued  loaning  on  bond  and  mort- 
gage but  that  I  have  also  caUed  for  payment  a  large  number  of  mortgages  held  and 
which  have  been  overdue  for  many  years.  ■ 

Another  point  affecting  this  mortgage  question,  although  not  mentioned  m  your 
letter,  is  the  attitude  of  the  State  in  legislation  upon  tenancies.  The  hysteria  has 
gone  so  far  that  no  discrimination  is  made  between  a  just  landlord  and  the  speculative 
profiteer.  Under  no  circumstances  could  I  advise  an  investor  to  loan  on  bond  and 
mortgage  with  a  chance  of  having  to  buy  in  the  property  on  foreclosure. 

Yours,  truly,  Habbis  D.  Covt^  QmnseUor  at  Law. 
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New  York,  April  16,  1920. 

Mr.  R.  C.  Chittick, 

Executive  Secretary  Real  Estate  Board, 

gl7  Broadway,  New  York  City, 

Dear  Sir:  In  reference  to  your  circular  letter  of  April  15,  1920,  cm  Hie  point  that 
mortgage  money  is  hevag  withdrawn  from  real  estate  on  account  of  heavy  taxation,  1 
would  state  that  in  my  opinion  based  on  personal  expenence  about  80  per  cent  has 
been  so  withdrawn;  in  other  words,  there  is  only  about  one-fifth  of  tiie  available  morl- 

ffage  monev  that  there  would  be  were  it  not  for  such  taxation. 

1  have  been  compelled  to  call  many  mortgages  where  the  amount  of  the  security 
was  from  two  to  three  times  the  amount  of  the  mortgage  and  where  the  interest  return 
was  sometimes  as  large  as  5i  per  cent,  because,  for  my  client,  by  reason  of  such  taxa- 
tion, there  would  only  be  left  from  2^  per  cent  to  not  exceed  ^  per  cent. 

The  money  so  called  on  such  mort^es,  I  know  of  my  own  knowledge,  was  imme- 
diately reinvested  in  tax-exempt  securities. 

If  the  Stfite  and  Feden^  Governments  made  mortgages,  regardless  of  size  ot  such 
morteaces,  ^»x  exempt,  on  the  one  hand  I  would  not  be  compelled  to  call  the  mortgages 
that  I  am  now  calling,  and  on  the  other  hand,  the  owners  of  these  very  mortgages  so 
called,  would  be  onlv  too  dad  to  invest  in  mortgage  securities,  so  exempted. 

In  my  opinion  if  mortgages  were  made  tax  exempt  by  the  Federal  and  btate  gov- 
ernments, there  would  be  available  all  the  money  necessary  to  put  up  houses  to  relieve 
the  present  housing  conditions  despite  the  present  high  prices  of  material  and  labor. 
Yours,  very  truly,  ^  ^^^^^ 


Nbw  York,  Ajrril  16,  mO. 

BfiAL  Eotatk  Board  of  New  Youk, 

217  Broadiray,  Am/'  Yoik  (  itif. 

Gentlemen:  Replying  lO  yours  of  A]>ril  15.  regarding  the  removal  of  a  tax  upon 
mort£?a2:es.  we  beg  to  sul>mit  the  f(>llo\viiig  answers:        .       •  i,-  i,  • 

In  rej^rd  to  the  first  ouestion,  it  is  our  experience  that  mortgage  money  which  is 
now  becoming  due  is  not  being  reinvested  iii  mortgage  security,  and  that  this  ntuation 
exists  to  considerable  extent.  ^    ^ ,  ,    ...   ,  . 

Secondly,  it  is  our  opinion  that  all  taxes  on  moitgages  should  be  Ulted,  so  ttot 
money  would  flow  into  channels  where  it  is  sorely  needed. 

For  this  purpose  we  think  that  mortgages  should  l*e  r^xempted  from  the  i>roM^ion 
of  the  State  tax  income  and  the  F*>deral  Goveniment  should  provide  a  similar  exem;  - 
tion. 

Very  truly,  yours,  ^  _  .  _ 

•      '  CovmnTon,  Tompkins  &  MoME^ 

CounseUnt  at  Law. 


New  York,  Aimi  16,  mo. 

Krai  Bstatb  Boabd  of  New  York, 

217  Btoadway,  New  York  City. 

Gkntlemen:  Your  letter  containing  inquiry  regarding  effect  of  tax  on  income  from 
real  estate  morttrages  is  before  me,  and  m  reply  can  say  that  the  pres*-nt  btate  tax  is 
only  considered^a  preliminary  to  the  imposition  of  a  much  higher  on^. 

A  laro-e  part  of  mv  business  consists  in  making  mortgage-loan  investments  ior  clients, 
and  it  has  been  my  experience  that  the  present  State  and  Federal  taxes  art  as  a  de- 
terrent bevond  an  v  doubt.  ^  'i^  .      .  , 

The  removal  of  the  two  taxes  would  greatly  stimulate  loans  of  the  character  mqmrea 

about  and  reduce  the  rate  of  interest* 

Yours,  very  truly,  ^       ,  - 

'  Peter  Cook,  Couwelor  at  Law. 


New  York,  A/,nZ  1^,  mo. 

Mr.  Richard  O.  Ciim'TCR, 

Executive  Secretary,  217  Broadmy,  New  York  City. 

My  Dear  Sik:  In  answer  to  yours  of  April  15  as  to  the  present  condition  of  the 
mortsaee  market,  1  would  sav  that  in  the  past  few  months  approximately  .^oOO,0()0  has 
been  invested  through  my  office  in  securities  other  than  mortBages,  which  in  the 
ordinary  course  would  have  gone  into  mortgages.  •  ,  . 

The  underlving  reason  for  this  has  been  the  heaA-y  taxation  carried  by  inoney 
invested  in  mwt^ages  covwing  real  estate.   The  State  income  tax  and  the  1-  ederal 


42 


BBAL  ESTATE  MORTGAGE  XiaOB, 


income  tax  have  proved  to  be  so  heavy  a  burden  on  mortgages  on  real  estate  that  my 
clients  feel  it  necessary  to  withdraw  their  money  from  this  form  of  investment. 

The  only  relief  that  1  can  see  is  either  to  pennit  an  increaae  in  the  late  of  intorest 
on  mortgages  over  6  per  cent  w^empt  mortgages  entirely  from  income-tax  burdens. 
In  my  opinion  the  present  housing  ecmdition  has  been  largelv  influenced  by  the 
difficulty  w  placing  mortgage  loans  on  real  ertate.  The  individual  lend^  is  prac- 
tically eliminated  from  the  market. 
YouiB,  very  truly, 

Wll^ON  M.  POWEWU. 


Nbw  York,  April  16,  mO. 

REjjOi  Estate  Boakd  of  Nbw  York, 

217  BroaduHxy. 

Dear  Sirs:  Answering  tiie  inquiry  contained  in  your  circular  lett^  of  the  15th 
instant,  I  would  say  that  to  my  mind  there  can  be  absolutely  no  question  but  that 
money  is  being  withdrawn  from  mortgage  investment  on  real  estate.  In  previous 
years  I  have  invested  a  good  deal  for  clients,  but,  in  the  last  year  or  two,  practically 
nothing.  The  exemption  from  income  tax  would,  in  my  opinion,  have  a  very  appre- 
ciable effect  on  the  mortgage  market  in  this  city. 

As  the  matter  stands  to-day,  it  would  appear  that  any  person  paying  a  surtax  would 
secure  as  good  a  return  on  Liberty  bonds  as  on  a  5^  per  cent  mortgage.  That  being  me 
case,  the  persons  subject  to  surtax  are  naturally  not  going  to  take  mortgage  mvest- 
mrats  and  this  removes  a  very  large  numba  of  mvee^m^ 


New  York,  April  —,  1920. 

RsAL  Estate  Board  of  New  York, 

?77  Broadxony,  New  York  CAty. 

Dear  Sirs:  Replying  to  your  letter  of  the  15th  instant,  from  my  observation  it  is 
my  opinion  that  mortgage  mbaey  has  been  withdrawn  from  the  market  for  the  follow- 


ing reasons: 


\.  So  far  as  concerns  individuals  and  trustees,  having  power  to  make  such  invest- 
ments, a  larger  net  income  can  be  obtained  from  preferred  stocks  and  other  stocks, 
and  also  from  many  good  bonds  which  are  selling  at  a  low  price,  and  as  to  the  latter 
with  a  reasonable  hope  that  there  will  be  an  appreciation  in  values.  As  to  stocks, 
these  forms  of  investment  have  the  advantage  of  the  payment  of  the  normal  Federal 
tax  by  the  corporations  and  to  a  certain  extent  this  applies  to  income  derived  from 

bonds.  .  ,    ,  -1 

2.  The  low  prices  of  United  States  bonds,  combined  with  the  exemptions,  have 
proved  a  much  more  attractive  investment  for  trustees,  as  less  trouble  is  involved  in 
obtaining  income,  such  as  questions  of  insurance,  real  estate  taxes,  and  depreciation  of 
security;  there  is  also  the  expectation  of  an  increase  in  the  principal  when  conditions 
become  more  n<Hmal.  These  bonds  are  also  a  moare  attractive  lown  of  investment 

to  individuals  \vith  large  incomes  i.  .  j 

In  r^rd  to  the  further  questions  as  to  the  effect  of  exemptions  by  the  btate  and 
Federal  Government,  I  think  there  is  no  question  that  many  investors  would  be 
attracted  by  them,  especially  if  the  income  thus  derived  would  be  equal  to  or  greater 
than  that  derived  from  Government  bonds  and  corporate  investments,  and  for  the 
further  reason  that  in  my  experience  it  has  seemed  there  are  a  very  lai^e  numb^  ot 
people  who  feel  much  more  secure  in  the  investment  of  tbeir  moneys  in  a  mortgage 
upon  «a  individual  piece  of  real  estate,  and  this  is  true  to  some  extent  with  jwrticipa- 
twns;  there  is  a  preference  by  such  persons  for  an  investment  where  to  a  large  extent 
it  is  entirely  under  tiheir  own  control  and  not  subject  to  corporate  mismanagement, 
or  the  effect  of  every  increasing  taxation  and  regulation,  and  perhaps  the  further 
effect  of  every  incieasiii^  taxation  and  r^ulation,  and  perhaps  the  further  effect  of 

competition.  ,  ,        ,         ^  t^^  •  t 

There  is  no  question  that,  with  the  increase  of  taxes  and  the  higher  cost  of  living  of 
every  kind,  the  average  citizen  studies  the  question  of  investment  witli  perha{>8  a 
higher  interest  in  the  letom  than  he  does  in  the  absolute  safety  or  desirabifity  of  the 
investment  and  is  willing  to  take  greater  chances  than  in  former  times. 

I  presume  that  the  exemption  of  $40,000,  would  also  apply  to  participation  in  a 
larger  mortgage,  for  at  the  present  time,  I  understand  it  would  not  be  pos»ble  to  make 
any  profitable  apartment  constaruction  with  a  mortgage  of  $40,000. 
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In  view  of  the  feeUng  among  many  people  that  the  income  tax  imposed  by  the 
Stote  wTinoo^  derivea  from  mortg4^  a  violation  of  the.  intention  and  under- 
SSiS  SfT  statute  providing  for  exemptions  by  the  existing  recording  tax  law, 
it  would  be  well  to  have  in  view  in  framing  any  law  that  it  should  fP^-es^  aii  inten- 
tion to  exempt  the  income  of  mortgages  up  to  the  l^^^^t  Prescribed  from  aUUxataon 
for  at  least  a  definite  period,  say  of  five  or  ten  years  or  in  respect  to  mortgages  maae 
during  five  years  and  extending  the  exemption  to  the  date  cS.  maturity. 

Yours,  truly,  FBiiDBBieK  i.  Middlebeook, 

Counmlot  9t  LaoB. 


Nbw  Yobk,  April  17, 1990. 

Rbai.  EsTATO  BoABD  OP  New  York, 

«7  Broadway,  New  York^  N.  Y. 

Gbntusmbn:  Replying  to  your  questionnaiie  of  April  15,  it  is  our  experience  that 
cESte^SToffice  ^Withdrawing  mortgage  money  from  real  estate  investments  as 
M-pidly  as  possible,  because  the  yield  from  other  no  less  secure  investments  is  consid- 
Sly  grea^particularly  in  view  of  the  burden  on  an  investor  m  ^orig^B^  ^^ 
requires  such  investor  to  collect  his  own  interest  and  watch  the  payment  of  the  taxes, 
water  rents,  and  assessments  against  the  mortgaged  premises.   

In  our  opinion,  if  the  State  enacted  legislation  g^pti^^g  to?* 
terest  on  mortgages  from  the  provifflons  of  the  S1»1»  income  tax  it  would  impro^  e  he 
situation  slightly,  because  the  Stat»  tax  is  now  at  a  compamtively  ^w  I^^^ 
State  incomi  tax  rates  become  higher,  the  benefit  of  th«  exempfaon  wiU  be  felt  corre- 

^If  *^^eS'  Government  would  grant  a  similar  exemption  to  interest  ^errv^ed 
from  mortgage  investments,  the  effect  would  be  very  beneficial.  The  net  yieldirom 
the  income  derived  from  mortgages  would  then  be  as  easily.  ^^certomableafltiMMt 
yield  from  municipal  and  State  bonds  now  is,  and  mortgage  mvestments  wouia  siaoa 
on  the  same  advantageous  basis  that  such  oth«r  secunties  toAa. 

Yours,  very  truly,  Qou>mtm,  Cohbh,  Com  &  Wmob, 


APRiii  17,  1920. 

BsAii  Estate  Board  op  New  York, 

217  Broadway.  New  York  Cily. 
Dear  Sirs:  We  beg  to  acknowledge  receipt  of  your  letter  of  April  15,.19^^  which 
you  ask  to  what  extent  mortgage  money  is  being  withdrawn  from  investment  Dy 

TnTsllnf  tMs  we  can  say  that  it  is  our  experience  that  owing  to  the  ^^^^^^^me 
tax  imposed  by  the  State  and  Federal  Governments  our  individual  clients  «  ^1*"- 
drawn  all  money  from  investment  in  mortgages.  In  many  cases  we  ^d^  ised 
tW  especiaUy  in  the  case  of  nonresident  lenders,  that  this  was  the  only  thing  tor 
them  tbSofroS  a  business  standpoint.  We  have  clients  who  live  m  England  wl^ 
have  to  pay  the  British  income  tax  as  well  as  our  own  and  we  have  used  every  ettort 
to  call  in  all  mortgages  held  by  them  and  have  succeeded  in  doing  ^^X^^^^p^^Sj 
money  has  been  reinvested  in  the  United  States.  If  l)oth  State ^dJe^ 
Governments  enact  legislation  exempting  the  income  i«oeived  f«>™  "^o'^J^ 
taxation  and  if  the  present  exemption  of  mortgages  from  liabilitv  to  the  Pe«onal  tax 
is  continued,  we  tlunk  that  there  would  be  a  much  larger  fund  ot  money  seeking 
invSmeS  in  tiie  mortgage  market.  This  in  ite  turn  would  stmu  ate  building  and 
eventually  bring  about  a  decided  imjoovement  m  the  housing  situataon. 

Yours,  very  truly,  Harrison  Ellioit  &  Byrd. 


New  York,  April  17,  mO. 

Dear  Sir  :  We  are  in  receipt  of  yours  of  the  15th  instant .  In  reply  to  the  qu^M 
which  vou  ask:  Since  the  time  when  the  Federal  income  tax  was  largely  inCTeaaed  our 
clients'have  loaned  but  very  little  money  upon  m^age;mfac^Fa^^ 
compared  with  the  time  before  the  income  tax  was  ertabfiahed.  They  ^'^^^^^ 
a  strong  tendency  to  dose  out  their  mortgage  holdings  and  have  not  cared  .to  extend 
ttiefr  mortgages  wen  at  comparatively  high  rates  of  interest,  as  they  claim  it  does  not 
^y  tSm  to  do  so.  The  adStion  of  W  New  York  State  income  tax  has,  of  course, 
merely  int«Ei«[fied  these  conditions. 
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We  consider  that  if  mortgages  should  be  exempted  from  Federal  and  State  income 
taxes  the  present  views  of  lenders  concerning  mortgage  inves|fla^i|i)i .Would  very 
materially  altered  in  favor  of  that  form  (rf  inveslmeiit. 
Yours,  very  truly, 

Fo3T£R  &  Thomson. 

jEliCHARD  0.  Chittick,  Esq., 

Executive  Secretary  Real  Estate  Board  of  New  Fori, 

217  Broadway^  City, 


Apbil  16,  1920. 

RsAii  Estate  Board  of  New  York, 

217  Broadway,  New  York  City. 

GentIiBMEn:  Answering  your  favor  of  April  15,  it  has  been  our  experinece  that  a 
deduction  made  from  the  return  received  from  mortga.tre  investments  by  reason  of 
the  income-tax  laws  (^f  the  United  States  and  of  the  State  of  Xew  York,  have  deterred 
manv  of  our  clients  from  makini^  further  investment?  in  mortgage^  securities. 

Other  clients  of  ours  have  raised  their  rate  of  interest  in  order  tojeceive  an  adequate 
return  upon  mortgages.  We  have  in. mind  one  client  in  particular  who  iEftrmerly 
loaned  money  at  4  per  cent  interest,  but  he  is  now  demanding  5^  per  cent  in  order 
to  get  the  same  return  as  formerly  after  paving  his  income  taxes.  I  feel  that  the 
State  of  New  York  has  morally  repudiated  the  exemptions  in  the  mortgage  recording 
tax  law.  Although  said  law  purported  to  exempt  from  all  future  forms  of  taxation 
mortgages  upon  which  the  mortgage  recording  tax  had  been  paid,  the  State  has  been 
hidincr  behind  the  technicalitv  that  thev  are  not  taxing:  the  mortgao:e  debt,  but  the 
income  derived  therefrom.  Of  course,  the  net  result  to  invest'»rs  is  the  same.  ^  There 
is  no  doubt  in  our  minds  that  if  mortQ:age  investments  could  be  relieved  from  income 
taxes,  lea\dng  them  subiect  only  to  the  mortgage  recording  tax,  and  to  no  oth^form 
of  taxation,  the  effect  of  this  would  be  to  invite  Uufge  sums  of  money  to  this  class  of 
investments. 

Very  truly,  yours,  ^  ^  ^ 

Campbell,  Flahertt,  Tijbnbb  &  Strousb. 

W,  Ibving  Taylor. 


New  York,  April  16,  1920. 

Real  Estate  Board  of  Nkw  York, 

217  BToojdvmij  Manhattan. 

Attention  of  Richarrl  O.  T^hittick,  Esq.,  Executive  Secretury. 

Dear  Sirs:  We  acknowledge  receipt  of  yours  of  April  15  asking  us  the  following 

questions: 

1.  To  what  extent  is  mortgage  money  beii^  withdrawn  from  real  estate  on  account 

of  heaAnr  taxation?  ,  , 

2.  What  in  your  opinion  woidd  be  the  effect  on  the  real  estate  mortgage  market  if 
the  State  woul<i  enact  legislation  granting  total  exemption  of  the  interest  on  mcnrtgages 
from  the  provisions  of  the  iticome  tax? 

3.  What  would  be  the  effect  if  the  Federal  Government  would  grant  similar  exemp- 
tion? ^.  „  J 

Answerini^  voiir  tir^t  (|uesdon,  would  say  that,  for  fitty  years  or  more  this  tirm  and 
its  predecessors  hav(^  been  large  lenders  of  estate  and  other  funds  on  first  mortgages  m 
the  Borough  of  Manhattan.  We  have  no  hesitation  in  expreiwii^  our  opinion  to  be 
that  if  some  relief  is  not  granted  by  both  State  and  Federal  Government  from  the 
present  tax  burden  on  interest  from  mortgages,  that  within  a  short  time  every  (ioUar 
of  mortgage  monev  vdll  be  withdrawn  from  that  form  of  invf  stment  as  soon  as  such 
withdrawal  is  possibl-  in  view  of  the  exisfinij  contracts.  This  offic^  has  constantly 
pursued  the  policy  of  refraining:  from  foreclosing  mortgages  so  long  as  the  mortgagor 
showed  an  honest  intention  of  meeting  his  obli2:ations,  and  also  so  long  as  the  mortgage's 
mardn  of  security  justified  such  withholding  from  foreclosures.  Wherever  mortgages 
have  matured  (since  the  imposition  of  the  heavy  taxes  on  income  therefrom)  we  have 
by  instruction  of  our  clientB  almost  uniformly  requested  payment  of  the  loans  with 
the  intention  of  reinvesling  in  other  forms  of  securitiee;  and  where  mortgagors  haA  e 
been  unable  to  pay  off,  we  have  secured  such  part  payment  as  we  could  and  extended 
for  abort  terms  as  to  the  remainders  of  the  loans.  In  practically  no  instance  have  we 
voluntarily  made  new  mortgage  loans  or  extensions  of  maturing  loans,  nor  shall  we 
voluntarily  make  thf^  same  as  long  as  the  present  burden  of  taxation  exists,  nor  do  we 
see  how  the  State  or  Federal  authorities  expect  any  sane  citizen  to  seek  such  invest- 
ment, especially  as  the  highest  legal  rate  of  interest  after  deduction  therefrom  the 
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Federal  and  State  taxes,  leaves  the  investor  vvith  a  not  income  pcrhap.^  lowi^r  than 
he  could  ?et  from  Government  bonds  and  cenainly  lower  than  he  could  get  from  other 
forms  of  investment?  possessing  equally  satisfactory  security         _     xi.  *  •*  u 

Answering  your  second  and  third  questions,  we  express  the  ommon  that  if  botn 
Federal  and  State  Governments  would  exempt  mortgage  interest  from  income  taxes 
investors  who  fcffmerly  showed  a  prefwrace  for  mottle  investment  would  doubtless 
eo  -back  to  that  preference  and  continue  to  make  mortg^e  loans. 

Finally,  we  express  the  opinion  that  legislators,  both  Federal  and  State,  seem  to 
have  gone  tax  mad  since  the  war  emerirencies  arose,  and  we  also  think  that  until 
some  strong  disapproval  of  the  present  maintenance  of  the  war  tax  rates  is  shown  by 
the  public^that  the  legislators  can  be  counted  on  to  do  but  little  of  their  own  motion 
to  lower  the  war  rates  which  taxpayers  are  even  now  paying  at  a  time  nearly  two 
years  after  the  war  ended.  We  should  like  to  see  some  State-wide  and  also  Nation- 
.wide  movement  started  by  the  public  (from  whose  pocketbooks  the  pwk  bairels  <rf 
the  politicians  are  filled)  whereby  eveay  candidate  for  office  would  be  compelled  to 
declare  himsdf  in  advance  of  election  that  if  elected  to  the  legislature  he  would  do 
his  utmost  to  secure  the  most  rigid  economy  on  the  part  of  the  legidature,  and  also  do 
his  utmost  to  reduce  forthwith  the  preset  high  rat«  of  tioation. 

Very  truly,  yours, 

'  EvKRETT,  Clarke  &.  Benedict. 

George  M.  Clarke. 


Nisw  York,  -ApriZ  16,  mO. 

Mr.  Richard  O.  Chittick, 

ExecwHve  Seeretam  Real  E$tate  Board  of  New  York, 

217  Broadway,  New  York. 

Dear  Sir:  In  reply  to  your  letter  of  the  15th  instant,  asking  about  the  effect  of 
existing  taxation  on  the  interest  on  mortgages  by  the  United  States  Government  and 

by  the  State,  we  have  to  say  as  follows:  ^ 

For  the  most  part  our  individual  and  estate  clients  are  withdra\\ing  money  entirely 
from  the  mortgage  market,  as  they  can  do  as  well  or  better  on  \  ictory  loan  4i  per 
cent  bonds  than  they  can  on  6  per  cent  morgtages.  The  \  ictory  loan  bonds  are 
naturally  preferred,  because  they  can  be  more  easily  borrowed  on  or  sold. 

So  far  as  individual  clients  are  concerned,  they  are  buying  high^rade  railroad 
bonds,  paying  7  per  cent,  or  the  best  grade  of  preferred  stocks,  nettii^  ftom  6  per  cent 
to  7  per  cent  on  invesbnents,  which  stocks,  of  course,  are  free  from  normal  ucome 
tax,  as  that  is  paid  by  the  corporations.  i    •  i  * 

If  the  existing  laws  taxing  mortgages  are  not  chani2:ed  or  legislation  passed  pro- 
viding a  higher  rate  of  interest  than  C  per  cent,  in  my  opinion  practically  all  mortgage 
funds  will  be  withdrawn,  except  bv  life  insurance  companies,  savings  banks,  or 
institutions  not  subject  to  United  States  or  State  tax.  The  result  of  this  movement 
which  is  now  under  way  is  seen  in  the  very  great  difficulty  of  gettmg  funds  on  mort- 
gage investments,  the  prevailing  rate  being  6  per  cent  on  such  loans  as  can  be  obtamed. 
We  are  persuading  our  clients,  so  far  as  possible,  to  grant  extensions  on  existing  mort- 
gages, even  though  in  most  cases  they  could  do  better  by  calling  and  reinvesting. 
We  feel  that  it  would  be  a  tragedy  to  have  too  many  mortgages  called  and  that  there 
is  a  question  of  public  policy  involved  and  that  our  clients  should  share  some  little 
burden  in  sustaining  the  real  estate  situation  by  gi^■i^lz■  extensions  on  mortgages  now 
held  by  them.    It  is  practically  impossible  to  persuade  them  to  invest  to  any  great 

e^ctent  in  new  mortga.ires.  ,   *  ^.  ^ 

In  answer  to  the  lirst  inquiry,  1  beg  to  say  that  a  removal  of  the  tax  on  mterest  on 
morto-aoes  bv  the  State  would  give  a  considerable  relief,  but  only  a  real  and  thor- 
oughFy  substantial  reUef  can  be  obtained  by  having  the  United  States  Government 
take  off  entirely  the  tax  on  mortgages  under  !NO,000,  or,  better  still,  take  _off  the  tax 
entirely  on  mortgage  investments.  Conditions  are  so  developing,  in  view  ol  the 
legislation  passed  in  this  State  hostUe  to  landlords,  that  very  little  buildin-  can  b'e 
expected  in  the  next  few  years  under  existing  conditions.  It  w(nild  be  a  bold  man 
who  would  face  the  chances  of  strikes,  higher  prices  of  materials  (^tc.  to  construrt  a 
building,  unless  mortgage  and  other  situations  are  reasonably  settled.  Practically 
all  the  people  of  the  United  States  Ua  c  in  houses  and  there  sccnis  to  be  all  over  the 
country  a  oreat  housing  shortage.  Some  definite  fundamental  policy  must  be  adopted 
which  will  encourage  building,  and  of  course  financing  is  a  prerequisite  to  any  con- 
siderable building  movement. 

Very  truly,  yours,  ^_  ^^^^^^ 


46 


lUBAL  ESTATE  MOBTGAQE  TAX^ 


Nbw  York,  ^j>nZ  i6,  ip^O- 

Rica^RP  0.  Chittick,  Esq., 

211  Broadway,  New  York  City. 

Dear  Sir:  Replying  to  your  letter  of  April  15:  " 

(1)  In  my  judgment  investment  in  mortgages  at  this  time  is  practically  limited  to 
life  insurance  companies  and  savings  banks,  on  account  of  the  heavy  taxation  upon 
individual  holders  or  trustees  of  estates. 

(2  and  3)  The  answer  to  these  questions  is  obvious.  There  can  be  no  question,  if 
interest  on  mortgages  were  exempted  from  payment  of  either  or  both  State  and  Fed- 
eral income  tax,  many  investors  who  naturally  prefer  this  form  of  investment,  would 
find  it  financiiJly  desirable  to  place  their  funds  in  mortgages.  All  my  clients  and 
ftoquaintances  are  insisting  on  the  payment  of  mort^es  held  by  them  as  they  mature. 
Yours,  very  truly, 

Henry  C.  Beadleston. 


Ai^Biii  17, 1920. 

Rbal  Estate  Boabd  ov  New  York, 

«7  Broadway,  New  York  City. 

Gkntlbmbn:  Your  communication  of  the  15th  instant  in  relation  to  the  withdrawal 
of  mortgage  money  from  the  market  at  the  prraent  time,  at  hand,  and  in  reply  we 
beg  to  state  that  for  many  years  past  we  have  always  had  clients  who  were  willing 
to  invest  their  monev  on  bonds  and  mortgages  covering  real  estate  situated  in  New 

York.  "  M       .  X. 

However,  during  the  past  year  we  have  had  little  or  no  money  avauaole  for  such 
investments.  Upon  iuA  estigation  we  find  that  during  the  war  chents  were  inviting 
surplus  funds  in  Liberty  bonds.  After  the  war  terminated  and  the  cost  <rf  Evin^ 
increased  and  income  and  other  taxes  multiplied,  we  found  that  clients  who  relied 
upon  the  income  of  their  investments  for  tneir  support  had  made  a  careful  survey 
ofthe  cituation  and  decided -that  the  net  returns  from  bond  and  mortg^  invest- 
ments were  not  sufficient  to  warrant  further  indulgence  in  such  securities. 

That  bv  reason  of  the  imposition  of  Federal  and  State  income  taxes  upon  the  income 
received  from  this  class  of  security,  many  of  our  clients  have  decided  that  their  in- 
comes would  be  reduced  to  an  insignificant  amount  by  the  payment  of  these  taxes. 
Therefore  they  decided  to  invest  their  money  in  preferred^  stock  of  representative 
corporations,  thereby  escaping  the  ncmnal  Federal  tax,  or  in  tax-paid  Donds.  We 
have  found  a  large  amount  of  dissatisfaiction  among  people  who  have  funds  available 
for  mortgage  invertments  in  that  tiiere  is  no  escape  from  taxation  therecm  and  the 
returns  Sierefore  are  verv  small  compared  with  other  investments. 

We  believe  that  if  the  State  of  New  York  and  the  Federal  Government  could  exempt 
from  income  tax  interest  on  mortgages  to  a  certain  amount,  it  would  relieve  the  situ- 
ation considerably.  We  do  not  believe,  however,  that  the  improvement  would  be 
sufficient  unless  the  State  of  New  York  will  enact  laws  proi>erly  protecting  property 
owners.  The  recent  rent  legislation  at  Albany  is  likely  to  prove  a  great  detriment 
to  the  real-estate  interests  of  the  State,  for  both  the  State  wid  dty  rely  upon  the  pay- 
ment <rf  taxes  as  their  <Aief  source  of  revenue,  and  the  evident  intention  to  treat  all 
property  owners  drastically  will  drive  mcxttge^  investi»s  fwan  the  market,  not  to 
mention  the  deterrent  effect  cm  building  construct^ — 

Yesy  truly,  youis,  ^       .  ^ 

^  DuHir  A  Daly. 


Nsw  YoBK,  ApHlil,  mo. 

Mr,  RiCHABD  O.  Chittick, 

£eo<  E»taU  Board,  217  Broadwaiy,  dty. 
Dear  Sib:  In  reply  to  your  letter,  recently  received,  I  will  give  you  my  view»  on 
the  following  questions: 

1.  On  account  of  the  heavy  Federal  income  and  sur  tax,  State  taxes,  etc.,  mort- 
gages do  not  produce  as  much  income  as  other  forms  of  investment,  consequently  a 
great  many  mortgages  have  become  due  during  the  past  few  years,  as  the  ownerb 
preferred  to  change  the  investments  and  buv  securities  that  pay  the  surtu,  thus 
causing  not  only  a  reduction  in  the  amount  of  mortgages,  but  also  increased  the  rate 

of  interest  on  aU  mortgagee. 

2.  If  the  State  enacted  l^idation  grantii^  total  exemption  of  interest  on  mortgages 
from  the  State  income  taxes,  I  tldnk  the  exemption  would  help  the  real  estate  mort- 
gage market,  but  this  deficiency  would  have  to  be  raised  by  other  form  of 
compensation. 
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3.  If  the  Fed^sd  Gov^nm^t  granted  wnilar  exemptions,  the  same  thing  would 

occur. 

As  an  investor,  I  have  conferred  with  the  Lawyers'  Title  Co.  as  to  the  policy  of 
inserting  a  clause  in  all  mortgages  whereby  the  mortgagor  would  have  to  pay  the  in- 
come and  surtaxes,  but  this  clause  might be*tonsidered usurious.  I  have  therefcMre 
avoided  as  far  as  possible  investing  in  real  estate  mortgages  and  pref«  to  buy  securi- 
ties that  pay  the  surtu. 
Yours,  truly, 

I&BHC8&  AwmoH. 


Hunt,  Hill  &  Betts, 

COUNSELOBS  AT  LaW,  PrOCTORS  IN  ADMIRALTY, 

120  Broadway,  New  York,  AprU  19, 1920.  * 

B£AL  Estate  Board  op  Nbw  York, 

211  Broadway,  New  York  City. 

Gentlemen:  Replying  to  yours  of  Aiwil  16  I  would  say  that  my  practice  does  not 
bring  me  into  toudi  witii  mortgages  vwry  extendvely,  although  of  course  to  some 
extent.  I  would  say  that  the  red  estate  mad»t  would  be  much  improved  and  it 
would  be  much  easier  for  owners  to  get  mortgages  at  reasonable  interest  if  the  interest 
were  exempted  from  State  and  Federal  income  tax.  I  think,  however,  this  should  be 
only  a  temporary  exemption,  as  when  interest  comes  down  to  a  normal  bafiis  it  will 
of  course  flow  readilv  into  mortgage  loans. 

Very  truly,  yours,  ^  ^ 

Nbw  York,  Apnl  19, 1920. 

Rbal  Estatb  Boabd  of  New  York, 

217  Broadway,  New  York,  N.  Y 

Gbntleubn:  In  reference  to  the  many  schemes  that  have  been  advocated  to 
attract  m(»rt^»ge  monev  to  real  estate,  I  am  siurprised  that  so  little  mention  is  made  of 
the  usury  law.  If  the  Pennsylvania  Railroad  is  borrowing  at  7  per  cent,  I  can  not  see 
how  real  estate  owners,  especially  those  desiring  to  borrow  on  vacant  land,  factories, 
or  on  second  mortgage  can  expect  to  do  so  at  6  per  cent. 

It  seems  to  me  the  first  step  toward  attracting  mortgage  money  is  to  permit  owners 
to  pay  the  current  rates,  which  are  now  paid  on  investments. 

Very  truly,  yours,  AwHUR  S«m. 


PhILIJPS  &  AVBBT, 

New  York,  AprU  19, 1920. 

ifo. BiOHABO  0.  CramcK,  Esq.. 

fieol  Eitate  Board  of  Neiv  York, 

217  Broadway,  New  York  City. 

Dear  Sir:  I  am  in  receipt  of  your  favor  of  the  15th  instant  asking  certian  questions 
in  respect  of  State  and  Federal  income  taxation  as  alEecting  the  real  estate  mortgage 
market,  and  beg  to  replv  as  follows: 

1.  It  has  not  been  my  experience  that  mortgage  money  is  being  rapidly  withdrawn 
from  real  estate  on  account  of  heavy  taxation;  my  experience,  however,  having  been 
chiefly  in  respect  of  investment  as  distinguished  from  building  loans.  ,    ,  j 

2.  In  my  opinion,  the  effect  on  the  real  estate  mortgage  market,  if  the  State  should 
enact  legidAuon  pmitiDg  total  exemption  of  the  interest  on  mortgages  from  the  pro- 
visions of  the  income  tax,  would  be  to  bring  more  money  into  the  market  for  invest- 
ment in  permanent  loans.  As  to  building  loans,  the  question  appears  to  me  to  be  more 
complex.  The  present  extraordinarily  high  valuations;  the  abnormal  cost  of  labor 
and  materials;  the  uncertainty  of  the  material  and  labor  market,  vnth  the  likelihood 
that  in  the  future  (more  or  less  distant)  building  costs  will  be  lessened,  tend  to  make 
capital  hesitant  about  loaning  on  building  operations,  and  I  doubt  if  the  re^ojval  of 
the  tax  on  incomes  from  mortgages  would  overcome  these  deterrent  factors.  Tms,m 
my  opinion,  would  also  apply  to  a  large  extent  to  permanent  loans  on  new  building 

operations.  .    ,  i-  . 

3.  The  f<»egoing  applies  to  your  third  question.  I  have  limited  my  replies  to  the 
specific  questions  asked  in  your  letter  and  in  respect  of  the  direct  effect  upon  the  real 
estate  nml^age  msurket.  The  subject  is  a  broad  one,  and  there  doubtless  would  be 
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secondary  or  resultant  effects  from  an  exemption  of  interest  on  mortgagefi  from  the 
income  tax  which  can  hardly  be  foreseen  or  exactly  analyzed. 

As  to  tlie  economic  propriety  and  effect  of  removins:  State  and  Federal  taxes  from 
incomes  derived  from  mortgage  investnients  while  leaving  them  imposed  on  incomes 
from  other  investments — that  is  another  question. 
Yours,  very  truly, 

Frank  M.  Avbbt, 

STATEMENT  OF  MR.  JAMES  FRANK,  PRESIDENT  OF  THE 
NEW  YORK  STATE  ASSOCIATION  OF  REAL  ESTATE 
BOARDS. 

4 

Mr.  Frank.  The  various  real-estate  boards  in  all  of  the  larger 
cities  of  the  State  have  given  this  question  very  conscientious  con- 
sideration. They  are  all  aMiated  with  the  merchants'  associations 
and  chambers  of  commerce,  and  we  have  had  meetings  throughout 
the  State  this  winter,  and  have  found  in  every  city  the  crying  need 
was  the  shortly  of  houses  and  the  inability  to  secure  mortgage 
money. 

I  might  say  in  the  early  period  of  the  war  our  association,  together 
with  other  State  associations,  planned  a  nation-wide  campaign  of  a 
''Own  your  own  home/'  which  involved  not  only  people  building  their 
homes,  but  buying  their  homes.  We  were  specifically  requested 
by  the  Government  to  stop  that  campaign.  They  said  the  money 
was  needed  for  the  Liberty  loans;  they  said  the  material  was  needed  for 
the  Govemmenty  and  labor  was  needed.  And  in  answer  to  that 
demand,  we  ceased  the  effort  to  continue  that  movement.  There- 
fore, the  country  must  face  some  of  that  responsibility  along  with 
these  other  causes  that  have  caused  this  shortage  in  homes. 

One  of  the  direct  results  was  noted  in  New  York  during  the  past 
few  months — you  might  call  it  a  revolution — when  the  legislature  of 
New  York,  upon  the  demand  of  the  mob  who  were  suffering  from  a 
lack  of  homes  and  high  rents,  as  a  resultant,  passed  laws  they  knew 
were  of  doubtful  constitutionality;  that  they  knew  were  taking  away 
the  rights  of  property,  but  still  gave  them  the  assurance  that  they, 
perhaps,  had  done  what  their  constituents  demanded;  that  is,  to 
give  them  relief  in  rents.  Since  that  time,  as  has  probably  been 
pointed  out,  there  has  been  an  absolute  cessation  of  building  m  New 
York ;  no  new  plans  are  being  filed  and  there  has  been  a  cessation  in 
real  estate,  because  the  people  will  not  invest  or  buy  where  there  is 
regulation. 

Mr.  Treadway,  Is  that  a  united  effort  being  made  or  individual  ^ 

Mr.  Frank.  It  is  just  a  direct  result— no  united  effort  on  the  part 
of  anyone.  People  will  not  buy  where  the  Government  attempts  to 
rebate  the  return  on  the  principal. 

Mr.  Fbeak.  How  will  this  bill  affect  that  situation  ? 

Mr.  Prank,  This  bUl  wUl  supply  the  gap  to  give  the  encourage- 
ment to  people  to  build  irrespective  of  the  regulation  of  rent.  Of 
course^  that  applies  only  to  Xew  York  City.  It  will  create  a  different 
opportunity  for  people  to  go  aliead,  because  they  will  have  the  mean.s. 
They  may  have  to  fight  to  get  the  right  retuin,  but  at  any  rate  it 
will  encourage  building. 

There  is  the  further  encouragement  at  the  present  time  that  the 

E rices  of  materials  se^  to  have  come  to  a  stabilizing  point.  The 
uilders  have  indicated  recently  they  are  willing  to  go  ahead  and 
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operate,  but  they  can  not  operate  and  the  owners  can  not  operate 
unless  they  are  afforded  the  amounts  to  build.  The  mortgage  money 
is  the  one  essential  to  create  building  and  regulation  is  hurtful; 
but,  nevertheless,  that  will  be  discounted  if  the  people  have  an 
opportunity,  because  the  demand  is  so  great. 

f  should  like  to  file  a  brief  which  was  prepared  for  our  association, 
showing  the  details  as  to  the  return  to  the  Government  from  new 
activities  which  would  result  from  the  influx  of  building. 

(The  brief  filed  by  Mi\  Frank  is  as  follows:) 

Objechoxs  Advanced  Against  Exehftion  of  Mortgage  Incomsb  from  Incoms 

Taxes  and  Answers  Thereto. 

(Prepared  by  the  mortgage  committee  of  the  Real  Estate  Association  of  the  State  of  New  York.) 

A  bill  is  now  before  Congress,  by  the  terms  of  which  the  income  from  $40^000  of 

mortgages  held  by  any  one  indlAidual  shall  be  exempt  from  the  Federal  income  tax. 
The  purpose  of  this  bill  is  to  proxide  mortgage  funds  for  the  erection  of  housing  accom- 
modations, now  80  woefully  needed  in  alt  sections  of  the  country,  both  for  homes  uid 
for  business. 

Mr.  Rosenthal,  editor  of  the  American  Building  Association  News,  at  a  hearing 
before  the  committee  vf  the  United  l^tates  Senate  on  Banking  and  Gtinency,  held 
last  October,  states  that  according  to  his  estimate,  based  on  a  careful  servey,  that  we 
are  2,000,000  homes  short  in  America.  Tlmt  condition  is  due  to  the  lack  of  mortgage 
money  and  is  impossible  of  relief,  except  that  mortgages  be  so  relieved  from  the 
iMirden  of  income  taxes,  as  to  make  it  possible  to  persuade  funds  into  that  line  of 
investment. 

The  purpose  of  the  proposed  legislation  is  to  make  available  mortgage  funds,  in 
order  that  this  condition  may  be  overcome.  A  number  of  objections  have  been 
advanced  to  the  passage  of  this  bill,  the  principal  ones  of  which  we  discuss  herein  in 
detail  as  follows: 

Objection  No.  i.— That  the  Federal  revmue  would  be  very  materially  impaired  by 
limiting  the  income  tax  on  incomes  from  real  estate  mortgages  amountiiig  to  $UifiOO 

and  held  by  any  one  individual. 

This  objection  is  to  be  found  in  every  article  or  argument  put  forth  by  those  oj^osed 
to  the  measure,  and  is  implied  in  a  letter  from  Secretary  Glass. 

Answer. — The  following  facts  and  figures  woidd  seem  to  demonstrate  that  any  loss 
which  the  Federal  revenue  might  suffer  through  the  proposed  exemption  woiild  be 
more  than  made  up  by  the  taxable  income  created  through  the  conversion  of  non- 
income  values  to  income  values,  fiom  "wiuch  Uie  Govenunent  would  derive  an  income. 

It  will  be  noted  that  the  ftaUmeatB  quoted  above  £rom  Mr.  BoBenthal's  testimoiiy 
in  Washington  that  there  is  a  shortage  of  housings  throughout  the  United  Statee 
totaling  2,000,000.  As  the  shortage  is  most  intense  in  tiie  larger  cities  of  the  country, 
it  is  safe  to  assume  that  at  least  1,000,000  of  these  housings,  if  provided,  would  be  pro- 
vided by  the  construction  of  multifamily  houses  or  apartments,  and  probably  500,000 
more  would  be  of  a  rentable  nature.  Considering  the  apartments  only,  the  following 
conclusions  may  be  reached: 

It  is  safe  to  assume  that  these  housings  would  contain  an  average  of  5  roomis  each, 
or  a  total  of  5,000,000  rooms.  It  is  likewise  safe  to  place  the  cost  of  construction  per 
room  at  $1,000,  or  total  cost  of  construction  to  nmke  up  this  housing  shortage  of 
$5,000,000,000. 

Land  for  the  accommodation  of  these  building  operations  based  on  the  average  value 
of  land  to  improvements,  would  amount  to  $1,250,000,000.  Total  cost  of  land  and 
buildings,  )?6, 250,000,000,  to  which  can  be  added  $750,000,000  of  builders^  profits, 
making  a  total  created  value  of  $7,000,000,000.  The  land  can  be  considered  as  non- 
income  producing  previous  to  the  time  such  buildings  would  be  constructed  upon  it. 

Of  the  foregoing  value,  it  is  safe  to  assume  that  $3,000,000,000  would  be  represented 
by  mortgagee,  and  would  be  distributed  among  1€0;^000  holders  of  an  averse  holding 
of  $30,000  each* 

Assuming  that  the  average  taxable  income  of  the  holders  of  these  mortgages  would 
$15,000  (which  is  perhaps  high)  and  his  income  tax  would  amount  to  $730,  5  per  cent 

interest  on  $30,000  of  mortga^res  held  is  $1,500  or  one-tenth  of  his  total  income.  The 
Government,  therefore,  Wes  one-tenth  of  $730,  or  $73.  This  multiplied  by  100,000 
holders  of  these  mortgages,  and  the  loss  to  the  Government  is  $7,300,000. 
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To  offset  this,  we  have  $1,250,000,000  of  land  value  which  has  been  made  productive 
and  will  produce  a  revenue  of  at  least  6  percent,  or  $75,000,000.  We  have  $2,750,000,- 
000  of  equities  in  buildings  over  and  above  mortgages,  which  amount  included  con- 
tractors' profits,  the  income  from  which  would  equal  at  least  6  per  cent  of  $165,000,000. 
The  annual  income,  therefore,  from  this  newly  created  property  value,  would  aggre- 
gate $240,000,000.  Assuming  that  the  average  taxable  income  of  the  owners  of  this 
property  is  |1&|000  and  the  Govemmmt  receives  $11,680,000  income  tax  from  this 
newly  creat/ed  we^^  or  $4,380,000  in  excess  of  the  loss  oceao^oed  by  the  exemption 
ef  mortgBiges. 

ABDmONAIi  IKCOXB  TO  OOVSBNMBHT. 

Con  tractors  are  enabled  to  realize  a  profit  on  their  operation  of  10  per  cent,  which 
would  amount  to  $500,000,000.  Operators  and  builders  are  expected  to  make  a  further 
profit  of  10  per  cent,  plus  selling  and  carrying  charges,  which  would  equal  $750,000,000 
(HT  $1,250,000,000  profit  on  wbiai  the  Government  would  collect  an  income  tax,  or  an 
excess-profit  tax  ot  at  least  $75,000,000.  To  this  is  to  be  added  the  income  and  excess- 
ptofit  tax  derived  from  liunber,  steel,  cement,  paint,  and  other  industries  furnishing 
the  materials  for  this  constructUm  VQck,wMdi  would  add  at  least  another  $25,000,000 
to  the  Government's  return. 

No  account  has  been  taken  of  the  building  required  for  factory,  office,  and  com- 
mercial uses. 

The  results  in  connection  with  this  class  of  construction  would  be  quite  as  advan- 
tageous. 

ADVAMTAGBS  TO  PITBUCO. 

Bents  for  living  accommodations  in  New  York  City  during  the  past  year  have  in- 
<*rea8ed  70  per  cent;  40  per  cent  of  this  increase  is  justified  by  the  increased  cost  of 
construction,  maintenance,  and  operation.  The  remaining  30  per  cent  is  the  result 
•of  excessive  demand,  and  is  equal  to  at  least  $200  per  year  to  a  family  occupying  a 
A  five-room  apartment.  This  $200  per  year  can  be  saved  by  enabling  building  to  come 
up  abreast  with  the  demand. 

In  New  York  City  alone  there  are  1 ,000,000  families  living  in  rented  accommodations, 
and  accoarding  to  above  estimate  lure  paying  each  yrar  $200,000,000  excess  rent  beeaoae 
ci  lack  of  adequate  housing  accommodations. 

New  York  Caty  is  not  the  only  sufferer,  and  this  amount  would  be  multiplied  several 
times  when  the  entire  country  is  taken  into  consideration. 

Again  no  account  is  taken  of  office,  commercial,  and  factory  accommodations,  where 
rents  have  increased  125  per  cent  diuing  the  past  year. 

Tliere  is  but  one  source  of  relief,  and  that  is  from  a  marked  inucrease  in  building 

construction.  ,  ^  • 

This  relief  is  possible  only  by  a  free  supply  of  mortgs^e  funds,  and  that  is  possible 
only  by  placing  mortgs^es  on  a  basis  where  they  can  successfully  compete  with  the 
laige  volume  of  tax  ex^pt  securities.  As  shown  above  this  can  be  done  with  not 
<mly  no  km  to  tl^  GovOTument,  but  with  the  assurance  of  an  absolute  gain,  and  at  the 
same  time  save  tiie  citizens  of  the  country  hundreds  of  millions  ifi  dollars  in  excess 
zcoits,  let  alone  added  comforte  in  livii^  accommodations. 

MOBTGAGES  ON  BUILDINGS  ALREADY  CONSTRUCTED. 

It  may  be  argued  that  if  exempt  mortgages  could  be  limited  to  new  construction 
the  Government  would  be  the  gftiner,  but  when  applied  to  existing  mort^^,  there 
would  be  a  heaw  loss.  After  deducting  mortgages  held  by  life  insurance  companies, 
savings  banks,  and  Federal  farm  loan  mortgages,  all  of  which  are  exempt  at  present, 
and  there  is  approximately  $20,000,000,000  held  by  other  inst  itutions  and  individuals, 
C^tainly  not  to  exceed  one-half  of  this  amount  would  come  within  the  exemption 
class,  this  $10,000,000,000  would  entail  a  loss  to  the  Government  (figuring  that  the 
holders  thereof  have  an  average  income  of  $10,000  per  year)  of  about  $15,000,000. 
This  amount  would  be  offset  for  seven  years  by  the  income  and  excess  profit  tax  col- 
lection on  account  of  profits  made  by  contractotB  and  operators  in  this  new  construc- 
tion, and  by  profits  made  by  material  supply  mills,  after  iniuch  time  there  should  be 
a  reduction  in  income  taxes  dm  to  the  passang  of  the  necessity  for  such  large  ex- 
penditures. ,       .  ^ 

Objection  No.  The  elimination  of  taxes  on  incomes  trom  real  estate  mortgages 
constitutes  an  addition  to  the  list  of  tax-exempt  securities  which,  in  turn,  would  to 
■that  extent  add  to  the  burden  of  unexempted  securities.  i.-     *     ■»  i 

Answer —This  objection  is  very  largely  answered  by  our  answer  to  objection  -Wp*  ^- 
As  a  further  comment  on  this  objection,  we  would  state  that  the  exigences  of  laie 
occasion  warrants  relief. 
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When  the  householders  throughout  the  country  are  having  laid  upoi^them  a  burden 
in  excess  rents  of  hundreds  of  millions  of  dollars  due  to  the  impossibility  of  pro\'iding 
adequate  housing  accommodations  as  a  result  of  lack  of  available  funds,  which  lack 
is  due  to  the  biu-den  which  the  Government  has  laid  on  funds  which  might  be  available 
for  such  relief,  and  the  large  volimie  of  tax-exempt  securities  which  is  offered  to  the 

Eublic  in  the  shape  of  Liberty  bonds,  Victory  bonde,  Fedexal  &nn-loan  bonds,  State 
onds,  municipal  bonds,  etc.,  it  does  not  seem  nasonable  w  busLaesslike  that  Con- 
gress in  order  to  extract  $15,000,000  or  $20,000,000  of  taxes  from  the  people  should  in 
doing  so  burden  them  with  an  excess-rent  charge  of  from  $300,000,000  to  $500,000,000, 
and  at  the  same  time  subject  thc»n  to  insufficient,  imj^oper,  and  unoom&Hrtable  hous* 
i  ng  accommodations . 

Objection  No.  3. — The  tax  exemption  on  an  income  from  any  security  is  wrong  in 

principle. 

Amiver, — If  this  principle  had  been  carried  out  without  exception,  the  public 
would  have  no  complaints  to  make  to-day  regarding  thdr  living  accmnmoclEttions 
and  the  shortage  thcrocrf.  It » the  fact  tlmt  certain  exemptions  mve  been  grant^ 
which  have  plMed  mort^e  funds  at  such  a  disadvantage  as  to  have  created  the  preset 
condition,  and  from  which  there  appears  to  be  no  relief,  except  Congress  takes  some 
steps  to  make  mortgage  investments  suffidendy  attractive  to  draw  capital  to  it  rather 
than  expel  capital  from  it. 

Objection  No,  4- — The  bill  if  enacted  would  fumish  an  opportunity  for  the  wealthy 
to  dodge  taxes. 

Answer, — In  view  of  the  fact  that  the  amoxmt  of  morta^es  which  it  is  proposed  to 
exempt  can  not  exceed  $M,000  in  the  hands  of  one  individual  this  objectioti  would 
seem  to  have  no  force  or  effect,  and  no  ext^dded  comment  theieon  would  seem 

necessary. 

Objection  No.  5. — ^Exemption  from  income  taxes  should  apfdy  to  incwieB  hook  new 
mortgages  only  and  not  to  mortgages  on  existing  buildings. 

Answer. — On  first  thought  this  objection  might  seem  reasonable  and  l(^cal,  hut 
on  a  further  analysis  of  the  results  arising  from  its  operation,  and  it  would  make  more 
diflScult  than  even  now  the  retaining  of  mortgages  on  present  constructed  properties, 
and  would  place  serious  handicaie  on  the  owners  of  present  constructed  properties, 
compelling  them  to  pay  a  rate  <xt  int^^st  and  bonus  mr  beyond  tiiat  wtkm,  taey  avt 
to-day  imying. 

Objection  No.  6. — The  present  condition  of  the  mortgage  market  is  a  temporary  one 
and  the  regular  finaoeiid  chann^  will  ultimately  be  able  to  take  tim  of  the  neoesiaiy 

new  construction. 

Answer. — This  is  a  statement  without  any  adequate  proof  of  its  correctness  and 
comes  from  officials  of  certain  financial  oiganizations  whicn  are  already  exempt  under 
the  law. 

Savings  banks  have  always  been  tihe  holders  <rf  only  a  small  percent  of  our  mortgage 
securities.  The  private  individual  in  the  aggr(^te  holds  by  far  the  larger  percent 
of  our  mort^lge  seeurities,  securing  sudi  securitieB  through  his  lawyer,  real  estate 
brok^,  or  mc^^ia^  guarantee  companies.  To  assume  that  savings  banks  and  life 
insurance  compames  could  even  begin  to  supplv  the  demand  for  mortgage  loans  is 
quite  out  of  the  question.  The  same  conditions  which  have  driven  funds  of  tlie  private 
investor  into  other  channels  of  investment  and  mthdrawn  them  from  the  mortgage 
investment  \yi\l  continue  to  do  so  as  long  as  the  same  conditions  exist,  and  just  so  long 
will  the  building  inaustry  of  the  country  be  throttled  and  its  citizens  subjected  to 
insufficient  housing  accommodations  and  to  exorbitant  prices  tiierefor. 

Ohj^^tian  No.  7.— The  Fod^  home  loan  bank  system  wh^  and  if  oigaoised  will 
&&tve  the  purpose  of  the  plan  to  eliminate  mortgages  from  income  taxes. 

Answer. — It  would  take  at  least  two  or  three  years  after  the  passage  of  the  Federal 
home  loan  bank  system  ana  before  the  necessary  State  law  could  ]>e  passed  to  plar  e  it 
in  operation,  and  after  that  it  would  be  another  year  or  two  before  banks  would  be 
organized  and  the  expansion  of  the  activities  of  the  Home  Building  Loan  Association 
could  take  place. 

Furthermore  we  wish  to  state  that  the  proposed  Federal  home  loan  bank  system, 
when  and  if  organized  will  be  of  but  little^service  to  the  larger  cities  throughout  l^e 
country,  and  i)articularly  so  to  New  York  City.  This  bill  limits  the  amount  of  anyone 
mortgage  which  may  be  rediscounted  with  the  Federal  home  loan  bank  to  $10,000. 
It  is  intended  and  aflmittedly  so  to  encourage  home  ownership.  Quite  commendable 
within  itself  but  quite  impossible  of  acoompUshmient  by  a  large  percentage  of  the 
residents  in  the  larger  cities. 

Ninety-eight  per  cent  of  the  families  in  Manhattan  are  living  in  rented  apartments. 
The  ownership  of  a  home  in  Manhattan  can  only  be  enjoyed  by  the  very  wealthy.  _A 
very  lai^e  percentage  of  those  living  in  Manhattan  can  not  possibly  travel  the  dis- 
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tance  necefisary  to  reach  ihe  suburbs,  -where  they  could  afford  to  own  a  home.  First, 
because  of  the  large  amount  of  tune  required  in  making  such  trip,  and,  second,  because 
of  the  added  expense.  This  same  condition  is  likewise  true  to  a  great  extent  in  the 
Borough  of  Brooklvn,  as  likewise  the  Borough  of  Bronx,  and  is  rapidly  becoming  so 
in  the  Borough  of  Queens,  and  must  necessarily  be  iound  to  exist  to  a  considerable 
extent  in  other  large  cities  of  the  country. 

Is  it  fair,  just,  or  reasonable,  therefore,  to  confine  legislation  to  the  benefit  of  the 
man  who  is  so  happily  located  that  he  can  own  his  own  home  and  thereby  enjoy  all 
the  comforts,  pleasures,  and  benefits  emanating  therefrom  and  penalize  the  man  who 
because  of  his  place  of  employment  and  envi»mment  must  live  in  a  rented  apartment? 
That  he  is  so  penalized  is  established  by  the  fact  that  the  bill  does  not  piovide  any 
added  facilities  or  inducements  for  the  erection  of  apartment  and  tenement  houses, 
but  does  make  that  act  more  difficult  by  adding  to  the  already  considerable  list  of 
exmvpt  securities,  with  a  result  that  such  living  apartments  must  grow  ;paore  scarce 
each  year,  and  hence  secured  only  at  higher  rents. 

Alternatives  to  objection  No.  1  — With  $100,000  of  mortgages  held  by  any  one  mdivid- 
ual.  be  exempt  from  income  tax  as  per  following  schedule: 

$25,003  of  mortgiges,  income  tax  2  per  cent  of  income. 

$25,000  to  $50,000  of  mortgages,  income  tax  4  per  cent  of  income.  :\ 

$50,000  to  $75,000  of  mortiaies,  inc:>me  tax  6  pw  cent  of  incme. 

$75,000  to  $100,000  of  mortgages,  income  tax  8  per  cent  of  income. 

Tim  would  give  to  the  imvea^  the  f  otlowii^  results,  based  on  a  5  per  cent  uuit- 
flsi^et 

First,  «25,000,  income  SI. 250,  tax  $25,  net  return  $1,225,  net  rate  4.9  per  cent. 
Second  $25,000.  inome  $1,250,  tax  $50,  net  return  $1,200.  net  rate  4.8  per  cent. 
Third  $25,000,  income  $1,250,  tax  $75,  net  return  $1,175,  net  rate  4.7  per  cent. 
Fourth  $25,000,  income  $1,250,  tax  $100,  net  return  $1,150,  net  rate.  4.6  per  cent. 

Total  investment  of  $100,000 

Total  return  

Total  tax  

Total  net  return  -  -   4,750 

'Net  rate  4.75  per  cent. 

A  6  per  cent  investment  would  return  practically  1  per  cent  better  net  return. 

On  $20,000,000,000  of  mortgages  this  would  return  to  the  Government  an  income 
tax  of  $50,000,000  per  year.  The  rate  of  tax  might  be  reduced  in  haU  and  the 
$25,000,000  realized  by  the  Government  per  annum  th^eon,  together  with  added 
inccnne  on  mm  eonstructkm,  would  most  aktiy  offset  any  poisible  hm. 

The  Chairman.  I  desire  to  insert  in  the  record  a  short  letter  from 
Mr.  Kahn,  of  California,  inclosing  a  tel^am  from  the  real  estate 
association  in  San  Francisco. 

(The  letter  and  telegram  will  be  found  at  the  end  of  to-day's  pro- 
ceediii^,  under  the  heading  "Addenda.") 

Mr.  Parish.  Mr.  Chairman  and  gentlemen,  we  feel  we  have 
trespassed  on  your  patience  as  long  as  we  ought. 

Senator  Caldek.  I  would  like  to  make  a  short  statement  to  the 
committee. 

STATEMENT  OF  HON.  WILLIAM  M.  CALDER,  UNITED  STATES 
SENATOB  FBOM  THE  STATE  OF  NEW  YOEK. 

S^ator  Caldeb.  I  have  been  wonderipg  whether  I  should  address 
you,  Mr.  Chairman  and  gentlemen,  as  a  representative  from  the 
State  of  New  York  in  the  Senate  of  the  United  States,  or  as  a  man 
who  has  dealt  with  this  jproblem  in  CfVery-day  life  for  the  past  30 
years.    Perhaps  I  might  speak  to  you  in  both  capacities. 

I  have  been  engaged  in  building  homes  for  the  people  of  New  York 
all  my  life,  and  I  have  given  a  great  deal  of  study  to  this  subject.  I 
do  not  know  whether  the  committee  is  informed  or  recalls  that 
during  the  war  the  Treasury  Department,  the  War  Industries  Board, 
the  War  Finance  Corporatum,  and  nearly  every  other  functioa  of 


Govenmient  discouraged  all  building  operations.  It  seemed  to  me 
at  the  time,  and  I  protested,  too,  agamst  it;  it  was  not  necessary; 
that  we  should  permit  building  operations  to  take  their  usual  run 

where  the  money  and  material  could  be  obtained.  But  the  Secretwy 
of  the  Treasury,  in  his  judgment,  believed  that  the  money  and  the 
material  and  the  transportation  was  needed  for  war  purposes  and  of 
course  the  eountrv  was  compelled  to  acquiesce  in  his  judgment. 

Now,  during  the  years  1917  and  1918  there  was  Uttle  or  no  buddmg 
in  thb  country  except  for  war  purposes.  It  is  estimated  we  need 
each  year  in  this  country  at  least  three  billion  and  a  half  of  money 
for  building  operations.  That  "was  cut  out  entirely  during  those 
years ;  so  when  we  got  to  the  year  1919  and  the  war  was  over  we  had 
that  tremendous  shortage  because  of  the  fact  we  did  not  build  for 
two  years  and  also  because  of  the  fact  that  beginning  in  1907,  down 
to  the  beginning  of  the  war,  each  year  there  was  a  falling  off  in 
building  generally  throughout  the  country.    So  to-day  we  have  this 

tremendous  shortage. 

I  have  built,  since  coming  to  Congress  16  years  ago,  a  thousand 
houses  or  perhaps  twelve  hundred  houses  in  New  York  City — all  of 
them  homes,  perhaps  most  of  them  smaU  homes,  but  sonae  of  them 
large  houses  and  apartment  houses.  I  know  the  subject  there. 
There  are  several  reasons  for  the  shortage  of  buildings  and  here  we 
are  unable  just  now  to  meet  the  demands  because  of  the  great  increase 
in  the  cost  of  material  and  labor,  but  more  important  of  all  is  the 

need  of  money.  t  i,  -i 

Let  me  cite  just  an  experience  of  my  own  for  last  year.  I  built 
25  houses  last  year.  These  houses  sold  for  an  average  price  of  $18,000. 
They  would  have. been  sold  in  1914  for  about  S  10,000.  Upon  these 
houses  fifst  mortgages  were  placed  by  me  of  $8,000 — a  savmgs-bank 
mortgage.  That  was  all  the  bank  was  willing  to  loan.  It  seemed 
to  me  when  I  started  the  buildings  a  liberal  loan. 

Mr.  LoNGWORTH.  $8,000  or  $10,000  did  you  say?  * 

Senator  Calder.  $8,000. 

Mr.  LoNGWORTH.  That  was  the  limit  

Senator  Calder.  That  they  fixed.  I  said  "These  houses  cost  100 
per  cent  more  than  thev  would  cost  in  1 9 1 4 . "  They  said  "  Admittm  g 
that,  we  are  not  willing  to  loan  you  on  that  basis,  because  we  are  only 
allowed  to  loan  60  per  cent  on  the  value  of  the  property  and  while 
maybe  you  can  get  $18,000  for  them  to-day,  we  do  not  believe  in  a 
period  of  years  they  wiU  stand  up  under  these  prices."  If  I  had 
needed  a  larger  loan]  perhaps  I  might  have  gone  to  one  of  the  loaning 
companies,  the  Bond  &  Mortgage  Co.  of  Brooklyn,  or  one  of  the  title 
companies— the  Title  Guarantee  &  Trust  Co.,  or  one  of  the  numerous 
loaning  companies  in  New  York,  and  have  borrowed  $10,000  or 
$11,000.  But  I  could  afford  to  take  the  loan  of  $8,000.  I  had  some 
money  of  my  own  invested  in  the  matter,  so  I  took  the  loan  and 
built  the  houses  and  sold  them.  I  sold  those  at  an  average  of  $18,000 
and  received,  on  the  average,  $4,000  cash  on  the  sale  of  the  house — 
$8,000  first  mortgage,  $4,000  cash  and  I  took  a  second  mortgage  on 
those  $18,000  houses  of  an  average  of  $6,000.  So  that  when  I  got 
through  I  had  second  mortgages  against  the  houses  totaling  about 

$150,000.  ■     .        T  1- 

Now,  I  can  take  care  of  that  in  my  own  organization,  i  have 
never  sold  a  second  mortgage,  although  I  have  taken,  perhaps, 
$1,000,000  worth  in  the  period  of  10  or  15  years.   The  money  comes 
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in  there  in  quarteriy  payments,  and  it  is  used  in  new  building  dovelop- 
ments.  But  if  I  needed  that  money  to-day,  if  I  had  to  dispose  of 
those  second  mortgages,  I  would  be  required  to  pay  at  least  20  per 
cent  to  sell  them.  I  could  not  dispose  of  them  for  less  than  that  and 
for  many  reasons.  The  fact  that  the  people  who  buy  them,  and  they 
are  usually  men  of  means  who  can  afford  to  wait  for  their  money, 
would  only  get,  under  our  law  fixing  6  per  cent  as  the  legal  mterest 
in  our  State,  about  2^  to  3^  per  cent  net  on  ttoir  mvestment,  so  the 
men  would  not  invest  theu-  money  at  that  rate  of  mterest;  they 
would  know  that  after  they  paid  the  taxes  to  the  State  and  Nati<m 
that  is  all  they  would  have  left.  The  remedy  would  be,  of  course, 
to  increase  the  legal  rate  of  interest ;  but  no  one  would  ever  care  to 
suggest  such  a  measure  as  that.  You  could  never  pass  such  a 
mSaure  as  that  through  the  legislature.  And,  therefore,  aU  this 
contributes  to  the  stoppage  of  building  operations  ' 

My  own  ludOTient  is,  and  I  introduced  the  same  bill  in  the  Senate, 
this  would  be  very  helpful.  Let  us  see  what  tins  would  do  Assum- 
ing 6  per  cent  would  be  netted  on  the  mortgages,  you  would  have  for 
any  one  individual  an  exemption  of  $2,400  of  hia  m<M)me.  Now  if 
the  tax  averaged  10  per  cent,  no  one  individual  would  get  out  of  it 
more  than  $240  of  exemptions— no  one  individual  could  get  more 
than  that.  I  insist,  the  same  as  some  of  the  rest  of  the  gentlemen 
here,  that  the  mcentive  to  extend  building  operations  would  be  so 
tT-eat  that  the  profit  out  of  these  building  operations,  a  tax  on  those 
profits,  would  much  move  than  mskb  up  the  amount  the  Government 

would  lose.  .  x     1.  X  -i.  ij 

Mr.  LoNGWORTH.  Have  you  made  any  estimate  as  to  what  it  would 

cost  the  Treasury— the  effect  on  the  revenue  ?     •  .  , 

Senator  Calder.  No.  I  feel  generally,  Mr.  Longworth,  that  the 
result  finally  would  be  that  we  would  not  lose  a  dollar;  that  the 
Treasury  would  more  than  make  it  up  out  of  a  tax  on  the  profits  in 
the  bui^iess.  -  And  I  say  this  from  a  lifetime  of  experience,  that  we 
have  got  to  do  something  here  in  this  Congress  to  help  the  construction 
industry  of  the  Nation.  If  we  do  not,  as  one  witness  said  a  moment 
1^,  we  will  be  facing  a  situation  whereby  the  people  will  be  coming 
to  lis,  as  they  did  during  the  war,  and  asking  us  to  take  care  of  the 
housing  matter  ourselves.    And  I  would  deplore  that. 

My  own  opinion  is  that  this  amendment  to  the  revenue  act  would 
increase,  rather  than  decrease,  the  revenue  collected.  Mr.  Greve, 
vice  president  of  the  Realty  Associates  of  N(W  York,  who  as  Mr 
.Greve  states,  are  the  largest  builders  of  small  homes  m  the  city  of 
New  York,  has  told  you  this  morning  of  a  typical  situation  which 
exists  in  his  own  company's  operations,  where  the  company  will  be 
unable  to  continue  a  large  building  operation  it  now  has  under  way 
unless  the  mortgage  money  market  is  relieved  and  the  companjr  is 
able  to  place  first  mortgage  loans  on  their  property.  The  situation 
of  this  company  with  respect  to  this  particular  building  operation  is 
typical  of  a  great  number  throughout  all  the  country,  and  there  is 
no  doubt  in  my  mind  that  relief  to  the  present  mortgage  money 
market  would  very  strongly  induce  additional  new  construction. 
An  exemption  from  income  tax  of  the  income  from  $40,000  principal 
of  mortgages  means  (at  6  per  cent)  the  exemption  of  $2,400.   On  the 


55 


basis  of  first  nM>rtgage  loans  to  the  extent  of  60  per  cent  oi  the  value 
of  the  property,  $40,000  of  mortgages  would  permit  construction  to 
the  extent  of  at  least  $65,000.  iSie  mcome  from  rentals  on  property 
of  that  value  would  be  approximately  $6,500  net  annually;  so  that 

the  Government,  in  exempting  $2,400  of  income  annually,  induces 
the  creation  of  new  property  which  will  produce  additional  taxable 
income  of  almost  three  times  that  amount.  There  is  also  the  point 
to  be  considered — though  it  is  immaterial  in  the  consideration  of 
Federal  revenue — ^that  the  exemption  would  result  in  the  creation 
of  new  taxabib  property  from  which  the  various  States  and  munici- 
palities would  dierive  a  materially  increased  revenue. 

Recently  the  Senate,  having  in  mind  these  diflSicult  situations, 
passed  a  resolution  authorizing  the  appointment  of  a  committee.  A 
select  committee  of  the  Senate  will  inquire  into  this  whole  subject  of 
building  costs,  transportation,  and  all  the  other  elements — capital 
investments — entering  into  this  whole  subject.  The  Senate  ap- 
pointed me  chairman  of  that  committee.  My  judgment  is  this  is  the 
first  remedy  we  should  apply,  and  I  hope  the  committee,  after  con- 
sidering the  matter,  may  feel  disposed  to  act  favorably  on  it. 

The  Chaibman.  Have  all  the  gentlemen  you  want  to  testify  been 
heard  ? 

Mr.  Parrish.  There  was  one  gentleman  who  was  engaged  in  the 
Government  employ,  in  the  department  of  housing,  who  wants  two 
minutes  to  talk  to  you — ^Mr.  Fisher. 

STATEHENT  OF  M£.  JAUES  B.  FISHES,  BEOOKLYK,  If.  Y. 

Mr.  Fisher.  I  appear  here  as  representative  of  the  Brooklyn  Board 
of  Real  Estate  Brokers.  I  have  made  a  very  earnest  study  of  this 
question  from  every  side  of  the  situation.  1  have  been  in  the  real 
estate  business  for  the  past  15  years  and  have  also  been  connected 
with  the  Shipping  Board  or  that  part  of  it  whidi  concerned  the  Hoiking 
Corporation  from  the  very  beginning  of  it  until  last  June,  and  this  has 
given  me  the  opportunity  of  comparing  local  conditions  with  the  con- 
ditions which  exist  throughout  the  United  States.  We  found  it  neces- 
sary to  build  houses  in  New  York,  in  Michigan,  in  Jacksonville,  Fla., 
in  Newport  News,  Lorain,  Ohio,  and  other  places.  In  these  smaller 
places  tnere  was  a  more  lu-gent  need  and  a  larger  shortage  of  houses 
than  in  the  lai^er  cities,  some  of  which  have  been  overbuilt  and  had 
not  developed.  In  my  experience  with  Govamment  work  I  have 
learned  that  conditions  were  against  the  Government  getting  things 
cheaply,  and  even  the  different  shipyards  are  turning  their  interests 
over  to  the  Government,  without  cost  in  many  instances,  because  of 
local  conditions  which  prevent  them  getting  mortgages  on  them. 
For  instance,  in  Brooklyn,  even  building  and  loan  associations  have 
not  got  the  money  and  can  not  get  the  money  for  their  membei-s,  and 
even  in  Brooklyn  I  am  unable  to  finance  their  propositions  for  them. 
On  account  of  this  shortage  of  money  an  extra  charge  of  as  high  as  3 
per  cent  is  made  in  order  to  get  the  money.  I  could  go  into  this 
subject  much  deeper,  but  as  it  is  getting  late  and  I  do  not  wish  to  take 
up  your  time,  I  will  only  say  that  this  is  merely  one  of  the  different 
ways  in  which  we  have  been  trying  to  fight  Boblievism ;  to  own  their 
own  homes  is  the  best  thing  that  could  nappen  for  our  Government. 

The  Chairman.  TVliat  branch  of  the  Government  do  you  represent  ? 
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Mr.  Fisher.  I  am  not  repfesentino:  any  branch  t)f  the  Govern- 
ment now,  but  I  was,  until  June  15  last,  housmg  manager  for  the 
United  States  Shipping  Board. 

The  Chairman.  June  15  of  last  year? 

Mr,  Fisher.  Yes,  sir;  June  15,  1919:  we  spent  $70,000,000  on  this 
housing  proposition  but  only  $1;000,000  of  that  was  spent  in  New 
York. 

Mr.  Parrish.  We  want  to  thank  you  again  and  want  to  say  that  we 
are  impressed  with  the  idea,  from  the  inquiries  made  by  members  of 

your  committee,  that  you  are  not  altogether  convinced  and  we  there- 
tore  ask  the  privilege  of  submitting  to  you  a  brief  to  cover  the  matter. 

The  Chairman.  We  will  be  very  glad  to  have  you  furnish  us  with 
such  a  brief  and  will  have  them  printed  in  the  record. 

(The  committee  thereupon  adjourned.) 


(Letters  submitted  by  Hon.  Julius  Kahn,  a  Representative  in 
Congress  from  the  State  of  California:) 

cohmittee  ox  military  affairs, 

House  of  Representatives, 
Washiri^ton,  D.  C,  May  25 ^  1920. 

Hon.  Joseph  W.  Fordney, 

Chairman  Committee  on  Ways  and  Means^ 

Hou$e  of  RepresmUaives. 

My  Dear  Mr.  Chairman:  I  hand  you  herewith  a  tel^ram  from  Mr.  Fred  E.  Reed, 
president  of  the  California  State  Real  Estate  A»ocia1ion,  regardir^  the  matter  of  the 
exemption  of  mortgages  up  to  fiO^OOO  from  income  tax.    .      ,„  , 

I  am  engaged  in  a  conference  on  tiie  Army  reo^^anmtion  bill.  We  are  trying  to 
come  to  an  agreement  oa  that  meamue  with  ^e  managera  on  the  part  of  the  Senate 
this  very  morning.  .  ^  ,r 

Mav  I  ask,  therefore,  that  you  lay  before  your  committee  the  telegram  from  Mr. 
Reed?    I  should  like  to  present  the  matter  personally,  but  under  the  circumstances  I 
would  appreciate  your  action  in  laying  the  matter  before  your  committee. 
Very  sincerely,  yours, 

Jtrutus  Kahk. 
OAXhkmr^  Caijf.,  May  24r  1920. 

Hon.  Julius  Kahn, 

House  of  Representatives,  Washington,  D.  C: 

California  State  Real  Estate  Association  is  very  desirous  you  assist  bill  before  \^  ays 
and  Means  Committee  to  exempt  mortgages  up  to  forty  thousand  from  income  taxa- 
tion. Hearing  will  be  held  Wednesday  morning. 

Fred  E,  Reed, 
President  California  State  Real  Estate  Amniation. 


Tbbasuuy  Department, 

Washington f  December  26,  1919. 

My  Dbak  Congressman:  I  have  the  honor  to  acknowledge  receipt  of  your  letter  of 
Deceml)er  13.  1919,  requesting  the  views  of  the  Treasury  with  respect  to  H.  R.  8080. 
introduced  by  Mr.  McLaughlin,  ''to  encourage  the  builiing  of  homes  by  providing 
for  "exemption  from  taxation  of  the  income  of  mortgages  on  real  estate.''  This  bill 
appears  to  be  the  same  one  in  which  the  Merchants'  Association  of  New  York  has  been 
interesting  itself,  and  is  substantially  similar  to  S.  2094,  introduced  by  Mr.  Calder. 
I  am  therefore,  inclosing  herewith,  for  the  committee's  information,  a  copy  of  my 
letter  of  June  24  to  the  secretary  of  the  merchants'  aasociation  and  a  coi)y  of  my  letter 
of  July  29,  1919,  to  the  chairman  of  the  committee  of  the  Senate,  which  fully  state 
the  Treasury's  attitude  toward  the  fffoposed  legislation. 
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I  may  add  that  since' these  views  were  exi>ressed.  the  enornn^us  activity  in  building 
trades,  Evidenced  particularlv  bv  the  wholly  extraordinary  number  of  building  per- 
mits, has  demonstrated  conclusively  that  this  industry  does  not  need  to  be  sub- 
sidized by  the  Federal  Government  in  the  manner  proposed.    ^  .  n  i 

I  am  convinced  that  the  bill  is  unsound  and  unwise  legislation,  and  am  detmit^y 
opposed  to  its  enactment  for  the  reasons  stated. 

Sincerely,  yours,  Cajwkb  Gi^ss. 

Hon.  Joseph  W.  Fobdney. 

C^mrman  CammiUtee  on  Ways  and  Means, 

ffmue  (4  RepresenUUives. 


July  29,  1919. 

My  Dear  Senator:  I  have  the  honor  to  acknowledge  receipt  from  the  Committee 
on  Finance  of  bill  8.  2094,  entitled  "A  bill  to  encourage  the  building  of  homes  by 
providing  for  exemption  from  taxation  of  the  income  on  mortgages  on  real  estate, 
with  a  request  for  comments  touching  on  the  merits  of  the  bill  and  the  propriety  ot 
its  passage.  This  bill  proposes  to  amend  paragiaph  (b)  of  section  213  of  the  revenue 
act  of  1918  bv  adding  thereto  a  new  subdivision  to  read  as  follows:  ^  ^ 

"(9)  The  amount  received  by  an  individual  as  interest  on  an  abrogate  pmicipal 
not  to  exceed  $40,000  of  loans  secuied,  under  a  mortgage  or  otherwise,  solely  by  real 
estate  " 

This  bill,  I  take  it,  is  the  same  one  in  which  the  Merchants'  Association  of  New 
York  has  been  interesting  itself,  and  I  inclose  herewith  for  the  committee's  informa- 
•tion  a  copy  of  my  letter  of  June  24,  1919,  to  the  secretary  of  the  merchants'  associa- 
tion, which  fully  states  the  views  of  the  Treasury  as  to  the  proposed  legislation. 

I  am  convinced  that  the  bill  is  unsound  and  unwise  legislation  and  am  aehmtelv 
opposed  to  its  enactment.  The  problem  of  raising  sufficient  revenue  by  taction  is 
a  serious  and  delicate  one,  and  the  Government  can  not  at  this  tune  afford  to  dKpense 
with  the  revenue  which  would  otherwise  accrue  to  it  on  account  ot  intNest  on 

the  necessity  of  encouraging  in  every  proper  way  the  building  of  homes, 
but  in  my  judgment  the  proposed  amendment  discriminates  unfairly  in  ta^-or  ot 
mortgage  loans  and  would  cut  down  the  revenue  to  an  extent  entirely  out  of  propor- 
tion to  its  tendencv  to  encourage  building.  The  exemption  granted  inures  primarily 
•  to  the  lending  class,  and  the  extent  to  which  this  benefit  might  be  passed  on  to  the 
person  who  occupies  the  building  so  constructed  would  rest  with  the  avrmst  of  the 
mortgage.  Moreover,  the  exemption  would  apply  to  loans  alr^dy  made  on  real 
estate  security,  and  as  to  such  loans  would  have  practically  no  jiurtmcatioii. 

Sincerely,  yours,  ^^^^  ^^^^ 

Eton.  Boies  Penrose, 

Chairman  C&mmttee  on  Fimnce,  UmtM  StaUs  Senate, 


June  24, 1919. 

Dear  Sir:  I  beg  to  acknowledge  receipt  of  vour  letter  of  June  10  stating  that  Ae 
Merchants'  Association  of  New  York  respectfully  urges  that  a  law  be  speedily  enacted 
exempting  from  all  Federal  income  taxes,  including  surtaxes  and  eccess-pnifits  ta^ras, 
the  interest  from  investments  not  exceeding  $40,000  in  mortages  on  real  estate  in  Hie 
United  States  owned  by  any  taxpayer.  .  ,    •  w  c 

I  do  not  hesitate  to  say  to  you  that'  I  am  wholly  opposed  to  such  legislation,  ^o 
far  as  taxation  is  conceroed,  the  problem  with  respect  to  New  York  real  estate  loans  i^ 
laxeely  a  local  one.  The  suggestion  that  the  Federal  Government  should  grant  to 
investors  in  mortage  loans  exemption  from  Federal  taxes,  including  to  an  important 
extent,  surtaxes  and  excess-profits  taxes,  is,  in  my  judgment,  wholly  untenable  and 
will  have  my  vigorous  opposition. 

Very  truly,  yours.  Oa««e  Gl^. 

S^C*  IfoAD,  Esq., 

Semtarv  Merii^ti' Asmndati^  York, 

2SS  Broadwan^  New  York. 
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XanEB  StTBMITTBD  BT  BOK.  JOSEPH  W.  FORDNEY  (cHAIBMAK),  A  REPRESENTATIVE 

in  cokqrs8s  ibah  thb  state  of  hxchioan. 

Title  Guarantee  and  Trust  Co., 

New  York,  May  27,  1920. 

Mt  Dear  Mr.  Fordnet:  I  am  sure  that  all  of  the  representativeB  of  the  real  estate 

interests  of  the  country  appreciated  the  courtesy  and  patience  with  which  you  and 
the  meml)ers  of  the  Ways  and  Means  Committee  listened  to  them  at  the  long  hearing 
granted  them  yesterday.  I  hope  we  made  it  plain  that  the  purpose  of  Mr.  Siegel's 
bill  (H.  R.  14062)  is  a  borrower's  bill  and  in  no  sense  an  investor's  bill.  Even  this 
could  not  be  urged  so  strongly  if  it  were  not  for  the  housing  situation  which  is  so 
acute  and  troublesome  all  over  the  country. 

It  is  very  plain  from  the  committees  which  are  being  apix>inted  in  man^r  cities, 
and  from  the  serious  attention  which  l^slative  bodies  of  various  kinds  are  giving  to 
the  subject,  that  some  solution  must  be  found.  Congress,  Ve  think,  should  choose 
the  simple  remedy  and  the  one  least  -saolative  of  sound  Government  policy.  We 
can  admit  that  all  exemptions  from  taxation  are  vicious  and  if  we  could  start  over 
perhaps  there  would  not  be  any  at  all,  but  as  Ions;  a«  so  nu^ny  have  been  granted  that 
the  mortgage  borrower  is  put  at  so  great  a  disadvantage  in  the  market  that  he  can 
not  liorrow  at  all,  it  is  only  right  either  to  give  him  an  exemption  that  will  put  him 
on  an  equality  with  other  borrowers  or  remove  all  other  exemptions,  which  will  also 
put  him  on  an  equality  with  other  borrowers. 

^  Now,  we  know  that  it  will  be  a  long  time  before  Mr.  RainoY  can  remove  the  exemp- 
tions m>m  mtmicipal  and  State  bonds  and  a  still  longer  time  before  they  will  be 
removed  from  Government  bonds,  and  that  until  both  things  are  done  the  only  fair 
thing  for  the  mortgage  borrower  is  to  give  him  an  exemption  and  an  equal  chance, 
particularly  when  there  is  involved  the  whole  housing  problem  which  makes  it  not 
only  faiv  but  absolutely  necessary  to  do  something  to  produce  the  houses. 

The  Congressman  who  thought  the  remedy  was  to  drive  the  people  out  of  the  cities 
and  back  to  the  farms  will  be  much  slower  in  bringing  about  his  remedy  i&ai  Mr. 
Rainey  will,  and  meantime  sometMi^  must  be  done.  Even  if  the  additiomJ  10  per 
cent  of  the  populations  of  the  big  cities  which  have  come  in  from  the  country  and 
which  it  would  be  well  to  drive  back  to  the  country,  could  be  so  driven  back  by 
this  process,  it  is  rather  rough  on  the  90  per  cent  who  belong  in  the  cities  and  will 
always  have  to  stay  there,  to  be  forced  up  in  their  rents  so  high  that  the  10  per  cent 
will  he  driven  back  to  the  land.  Certainly  it  will  not  be  a  fiappy  time  for  munici- 
palities or  for  Congress  while  this  plan  is  being  carried  out. 

It  is  very  certain  tliat  if  the  simple  step  embodied  in  the  Siegel  bill,  or  something 
like  itj  is  not  taken,  a  mud^  worse  measure  and  one  which  appeals  to  a  good  many 
diort-mglited  people,  will  be  u]^ed,  and  that  is  State  and  mimicipal  construction* 
It  has  Men  tned  m  England,  you  know,  and  in  other  countries  with  very  unfortunate 
results  and  not  only  has  had  a  bad  effect  upon  the  tenants,  who,  to  this  extent,  are  in 
a  measure  pauperized,  but  has  destroyed  private  initiative  on  which  it  has  always  been 
the  policy  of  this  country  to  rely  if  possible. 

It  is  true  that  money  alone  will  not  soh'e  the  problem,  but  it  is  the  first  step  toward 
solving  it.  New  construction  is  financed  largely  on  borrowed  money  and  without 
the  money  it  is  not  even  commenced.  If  the  first  step  is  not  taken,  no  subsequent 
step  is  possible. 

You  made  the  inquiry  yesterday  whether  the  measure  could  not  be  limited  to 
mortgages  not  exceeding  $40,000  in  amoimt,  but  a  little  reflection  will  convince  you, 
I- think,  that  such  a'distinction  v  ill  be  unv  ise  and  ineffectual.  The  mortgage  mar- 
ket is  one  great  market  and  the  mortgage  fund  is  one  great  big  fund.  Fither  money  is 
running  out  of  it  or  running  into  it.  It  is  not  divided  into  compartments  so  that  one 
compartment  can  be  kept  full  while  the  others  are  empty. 

If  the  interest  on  mortgages  exceeding  $40,000  in  amount  remains  taxable,  and  from 
then  on  mortgages  of  less  than  $40,000  is  exempted,  there  would  be  a  rush  to  call 
the  big  mortgages  and  take  the  small  ones.  The  effect  on  the  mortgi^  market  will 
be  very  bad,  for  the  big  mortgages  have  to  be  taken  care  of  and  will  compete  so  for  the 
money  that  the  small  ones  can  not  get  it,  or  Uie  big  mortgangeB  wiU  be  toteclsmd  and  , 
that  will  be  a  great  disaster. 

The  theory  of  the  advocates  of  this  measure  and  of  the  S=-10.l)()0  limit  is,  lirst,  to  obvi- 
ate the  charge  that  it  is  a  means  for  providing  large  tax-exempt  investm(ints  for  the 
very  rich,  and,  second,  to  draw  into  the  mortgage  market  the  small  average-sized 
investor  to  take  the  safe  course  of  putting  his  money  into  mortgages  and  to  get  the 
masses  imder  the  mortgage  market  which  the  ricfrare  deserting.  No  better  step  can 
be  taken  for  Uie  beosHI  investor,  and  nothii^  that  will  produce  more  good  citizens, 


than  providing  for  him  a  nonspeculative  investment  which  will  conduce  at  the  same 
time  to  the  building  of  homes  and  the  multiplication  of  home  owners. 

I  think  we  can  make  it  plain  that  this  whole  step  can  be  taken  without  its  really 
diminishing  the  receipts  of  the  Treasury  from  the  income  taxes,  but  rather  increasing 
them.  If  this  is  reasonably  certain,  we  can  see  no  real  objection  that  can  be  urged  to 
the  bill.  The  inclosed  computation  shows  what  we  believe  will  be  the  result  to  the 
Treasury.  It  may  be  a  little  better  or  a  little  worse,  but  even  if  considerably  worse  it 
will  not  be.  more  tluua  is  due  hf  ^  Government  in  aid  of  housing  and  home  owner- 
ship or  at  all  commeneiimte  wStb  what  it  will  have  to  pay  if  it  goes  into  Govemm^t 
housing. 

Very  truly,  youra, 

Clarknc£  H.  KELttEV,  PrcsUUnL 

Hon.  Joseph  W.  Fordnet, 

House  of  RepresentatiieSj  WashiuytoUy  D.  C. 


MEMORAKBUM  AS  TO  THK  PROBABLE  BBSUI/P  TO  THB  REVENUE  OF  THE  TREASURY 
DEPARTMENT  IP  THE  INTEREST  ON  NOT  EXCEB0INa  $40,000  OP  REAL  ESTATE  MORT- 
0A6EB  IK  ANT  ONE  PERSON'S  OWNERSHIP  18  EXEMPTED  PROM  THE  INCOMB  TAXES. 

The  purpose  is  to  furnish  the  borrowed  money  on  which  alone  the  building  con- 
struction proo:ram  sufficient  to  take  care  of  the  housing  requirements  of  the  country 

can  be  linanced. 

We  will  suppose  as  a  standard  an  operation  involving  an  aggr^ate  expenditure  of 
$1,000,000,  of  which  the  land  cost  will  be  $300,000  wid  the  building  cost  $700,000 
and  on  which  the  money  borrowed  will  amount  to  $500,000.  The  net  r^urn  from 
the  investment  should  be  at  least  $60,000.  The  interest  on  the  mcBi^ages  would  be 
$30,000,  leaving  the  net  income  of  the  owner  $30,000,  on  whii^  the  n^cmal  tax  would 
be  $2,400. 

Under  the  proposed  bill  the  Government  would  get  no  tax  on  the  S30.000  of  niterest 
on  the  mortgages.  The  Government  has  waived  the  tax  on  the  income  of  S500.00()  of 
capital  put 'into  the  mortgages,  on  which,  if  invested  previously  in  nontaxables,  it 
was  collecting  nothing,  but  even  if  it  was  collecting  a  ncmnal  tax  on  that  $30,000  it 
has  secured  a  tax  on  $30,000  of  income  previously  nonexistent,  fssit  neither  the  land 
nor  the  mat^ials  xnssc  tibe  hibor  was  paying  any  inccnne  tax. 

The  Government,  IhOTefore,  has  either  broken  even  or  gained  $2,400  in  taxes  on 
this  one  item  of  the  operation,  but  it  has  gained  a  great  deal  more  than  that,  for  the 
builder  who  built  the  buildings  should  have  made  not  less  than  10  pei-  cent  on  his 
contract,  or  $70,000,  and  the  material  men  who  sold  the  material  proV)ably  S300.000 
in  amount,  if  not  more,  should  have  made  at  least  10  per  cent  on  their  sales,  or  $30,000. 
There  is  here  a  gain  to  the  Government  of  $100,000  in  taxable  income  produced  by 
promoting  the  construction.  On  this  $100,000  the  iname  taxes  would  probably  be 
mudtL  above  tiie  ncnroal  tax,  but  supposii^  it  only  equals  the  nocmid  tax,  theve  is 
$8,000  of  taxes  from  this  side  of  Uie  imdertaking.  , 

Tlierefore,  this  operatioii  has  netted  the  Government  in  taxes  $10,400  as  against 
$2,400,  or  nothing  as  the  case  may  be,  which  it  may  have  netted  out  of  the  $500,000 
of  capital  put  into  the  mortgages.  At  the  worst,  therefore,  the  Government  has 
gained  four  and  one-third  times  as  much  as  it  has  waived  and  perhaps  has  gained 
$10,400  in  taxes  without  waiving  anything. 

There  can  be  no  question,  therefore,  that  as  to  the  new  money  that  is  tempted  mto 
the  mortgage  market  by  the  proposed  exemption,  tb^e  is  a  great  gain  to  the  Govern^ 
ment,  but  how  about  the  esdsting  mortgages  which,  so  for  as  they  are  held  by  any 
person  in  amounts  not  exceeding  $40,000  which  will  at  once  be  free  from  the  income 
tax  on  the  interest  thereon?  At  6  per  cent  interest,  every  $500,000  of  old  mortgages 
of  the  class  will  escape  $2,400  of  normal  taxes  but  every  $500,000  of  new  mortgage  loan 
will  make  up  for  the  loss  on  four  and  one-third  times  as  many  old  mortgages.  If,  as 
will  probably  be  the  fact,  there  will  be  much  more  than  the  8  per  cent  normal  tax  paid 
on  the  profits  of  the  builders  and  the  material  men,  the  proportion  will  be  so  much 

the  greater.  .    ,  ,  ,^  . 

Now,  it  is  estimated  that  one-third  of  all  tihe  mort^ges  m  the  country  are  held  by 
the  life  insurance  companies,  savings  banks,  and  oilier  exempt  institutions,  that  one- 
third  are  held  in  lai^e  imits  and  will  not  be  exempt,  and  that  one-third  will  be  a  ffected 
by  the  proi>osed  exemption  and  will  be  relieved  from  income  taces.  It  is  difficult 
to  state  the  total  mortgage  indebtedness  of  the  country.  It  is  estimated  by  one  author- 
ity at  nineteen  billions.  It  is  probably  somewhere  from  that  figure  to  tventy-four 
billions.   If  it  is  the  higher  figure,  it  would  mean  $8,000,000,000  of  mortgages  the 
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interest  on  which  would  become  exempt.  If  these  are  <>  per  cent  mortgages,  the 
amount  of  annual  interest  would  be  $480,000,000,  and  an  8  per  cent  normal  tax  on  it 
would  be  $38,400,000,  but  whatever  it  is,  it  is  plain  from  the  foregoirg  that  new-  con- 
struction brought  about  by  the  exemption  would  take  care  of  the  loss  on  at  least  four 
and  one-third  "times  as  many  already  existing  mortgages.  It  is  probable  that  they 
would  take  care  of  seven  and  two-Hiirds  times  as  mudi  because  of  the  snrta^ee  on 
profits  of  the  builders  and  material  men  making  their  total  rate  of  tax  16  per  cent  in- 
stead of  8  per  cent,  ot  on  eadi  millioD  of  new  construction,  |18,4€0a6  f^inst  $2,400 
waived. 

^\Tiile,  therefore,  it  is  not  likely  that  there  would  be  construction  immediately  to 
make  up  for  the  loss  of  revenue  on  $8,000,000,000  of  existing  mortgages,  or  $38,400,000 
annually,  it  is  plain  that  at  the  rate  either  of  4J  for  one  or  7f  for  one  it  would  not  take 
long  to  do  this,  particularly  as  the  gain  in  income  from  rents  of  new  construction 
accumulates  and  what  is  produced  one  year  pays  each  year  thereafter.  The  builder's 
and  material  man's  profit  on  each  year's  construction  is  ™dd  only  that  year,  but  ttie 
taxes  on  the  income  from  rents  continues  to  be  paid  ^en  once  the  builctiiigs  are 
erected. 

Now,  whether  these  figures  are  accepted  as  correct  or  not,  the  principle  certainly 
is  correct  and  the  conclusions  approximately  correct,  and  they  show  that  at  the  worst , 
the  Government  will  lose  very  little  and  will  lose  only  temporarily,  and  in  time  will 
build  up  a  greater  revenue  from  granting  the  exemption  than  it  can  expect  from 
withholding  it.  It  is  probable  that  the  favorable  results  to  the  Government  in  the 
foregoing  computation  are  underestimated  and  that  besides  the  direct  advantages 
from  the  elements  in  the  operation  cited  above  there  will  be  quite  as  much  advantage 
from  trades  and  industries  indirectly  affected  and  the  greater  business  activity  that 
will  follow  from  a  large  building  construction  development. 

But  aside  from  the  Government's  gsdns  in  revenue  from  the  operation,  what  about 
the  tenants?  It  is  conservatively  estimated  that  there  has  been  an  average  advance 
in  rents  throughout  the  country "^of  50  per  cent,  reasonably  due  to  increased  cost  of 
producing,  owning,  and  operating  buildings,  and  at  least  20  per  cent  more  extorted 
from  tenants  because  of  the  dearth  of  space  and  lack  of  competition,  giving  full  play 
to  any  profiteering  disposition.  If  this  is  correct,  the  $60,000  of  rent  on  the  $1,000,000 
of  construction  first  instanced  is  increased  20  pOT  cent,  or  $12,000,  by  profiteering; 
that  iSy  the  tenants  who  occupy  the  buildii^  are  paying  that  much  more  than  fhey 
should  do  or  than  they  would  have  to  do  if  buildings  were  produced  so  that  profiteer- 
ing could  not  be  indulged  in.  That  $12,000  is  five  times  the  $2,400  which  the  Gov- 
ernment is  asked  to  waive  cm  the  1500,000  of  mifft^age  mon^  which  has  gone  into  the 
transaction.  ,  . 

If,  th^^refore,  this  ?2,400  is  made  up  to  the  Goverimient  as  it  is  planned  that  it  is, 
have  not  th*^  tenants  the  right  to  ask  the  Governmf^nt  to  take  what  risk  there  is  in 
losing  something  by  waiving  the  tax  to  save  them  five  times  as  much  in  rejit  extor- 
tioned? 

That  there  will  be  a  building  boom  if  the  morts^e  money  can  be  found  to  finance 
"it,  l^ere  can  be  no  question.  It  is  ^timated  that  400,000  hornet  a  year  are  required 
fn)ni  this  tim^  on  to  hold  things  as  they  are  and  not  increase  the  dearth  of  space. 
That  means  s2.000.000.000  a  year  for  homes.  The  mercantile  and  business  situation 
is  a=(  bad.  and  S2. 000. 000. 000  a  year  are  required  to  take  care  of  that  situation.  The 
$^,^0,000,000  of  mort',^ares  that  will  be  exempted  represent  perhaps  S16. 000,000,000 
of  value  and  therefor*^,  at  a  ratio  of  four  and  one-third  for  one.  two  vears'  construction 
will  make  up  for  the  loss,  and  at  a  ratio  of  seven  and  two-thirds  for  one,  one  year's 
construction  will  nearly  make  up  for  the  la?8,  and  after  it  is  made  up,  the  Government 
will  go  on  reaping  greater  and  greater  returns  firom  the  policy  adopted. 

May  27,  1920. 


STATEMENT  SUBKITTED  BY  MB.  JOHN  PARISH,  SECRETARY,  THE  ADVISORY  OOUNCfli 

OF  REAL  ESTATE  IIVTBRB8T8. 


Hon.  Joseph  W.  Foroney, 

Chairman  Committee  on  Ways  and  Meam. 

Gentlemen:  The  measures,  iff.  R.  14062,  and  S.  4200.  are  not  advocated  as  a  cure 
for  all  the  industrial  ills  of  the  country  nor,  primarily,  as  revenue  bills,  but  as  emer- 
gency measures,  to  meet  and  supply*^the  immediate  and  urgent  needs  of  all  parts 
of  the  country,  reflected  in  an  unprecedented  shortage  in  housings  of  all  kinds,  but 
chiefly  domestic  or  residential  and  industrial. 

A  second  object  is  to  release  and  provide  money  with  which  to  supply  the  needs 
of  mortgage  debtoiB  who  face  the  prospect  of  foredosure  and  bankruptcy  because 


61 


there  are  no  funds  in  the  usual  sources  of  sup^y  with  which  to  refund  their  presently 

maturing  mortgages.  .  ,  .  .  , 

While  we  believe  the  taxation  of  basic  capital  is  fundamentally  wrong,  is  uneco- 
nomic and  operates  to  defeat  its  own  pm-pose,  we  do  not  at  this  time  urge  re\aBion 
of  the  entire  income-tax  law,  but  only  its  amendment,  so  that  a  small  portion  of  the 
funds  now  diverted  by  operation  of  that  law  may  be  allowed  to  flow  back  into  the 
mortgage  UMtfket  for  flie  relief  of  the  great  buiidSnff  indu^  and  for  the  rounding 
of  maturing  morteages.  ^  ■      ,     ,         ^  ^ 

We  cai  not  agree  with  the  view  expressed  1>y  Senator  Glass,  when  he  wiis  Secretary 
of  the  Treasury,  that  the  problem  is,  as  Gen.  Hancock  on-  e  said  of  the  tariff  issue, 
largely  a  local  one.  From  all  parts  of  the  country  complaints  are  heard  of  the  shortage 
of  housings,  the  rapidlv  rising  rents,  and  the  inability  of  borrowers  farmers  espe  lally, 
to  borrow  monev  \vith\\^hi  -h  to  refund  their  maturing  mortgage  debts. 

We  believe  the  apprehension  of  the  Government,  stated  by  f(«mer  Secretary  Glass 
in  his  letter  to  Senator  Penucose,  on  July  29,  of  last  vear,  that  the  proposed  amemhnent 
**would  cut  down  the  reiveuue  to  an  extent  entirely  out  of  proportion  to  its  tendency 
to  promote  building"  has  no  foundation  in  fa  t  or  probability.  And  the  Secretary  s 
allusion  to  theseUllB  as  providing  a  subsidy  for  the  building  industry  (letter  to  the 
chairman  of  this  committee,  Hon.  Joseph  W-  Fordney,  DeJ.  26,  1919),  adds  only 

insult  to  injury.  ^  ,        <  v     •  i  . 

The  building  industry  is  prostrate,  the  country  short  ot  housings,  and  mortgage 
debtors  are  confronted  \vith  finan(  ial  disaster  and  ruin  solely  and  only  because  of  the 
financial  and  taxation  policies  of  the  Government,  a-ting  chi^y  through  the  Treasury 

^  IrTtS  fost  yew  of  its  entrance  into  the  Great  War,  it  commandeered  the  matenala 
of  consteuctfon  and  the  nian  power  of  the  building  industey  for  war  uses,  all  consenting. 

Incidwtally,  it  sapped  the  resources  of  the  mortgage  market  and  for1)ade  loans  lor 
building  purposes.  It  also  created  a  large  volume  of  investment  forms  and  made 
them  entirely  or  partlv  exempt  from  taxation,  and  refused,  as  Senator  Calder  has 
shown  to  extend  the  protective  features  of  the  War  Finance  Corporation  or  f  ederaJ 
reserve  bank  laws  to  real  estate  securities,  although  strongly  urged  so  to  do.  And 
finall  V  it  loaded  the  real-estate  mortgage  market  with  a  burden  by  its  income-tax  law 
that  It  can  not  carry  and  continue- to  supply  funds  for  buildmg  and  the  refunding  of 
maturing  mortgages.  If  tihe  Govwnment  had  been  malevolently  determined  to  de- 
stroy the  mortgage  market  and  the  building  industry,  it  could  have  employed  no 

more  effective  metliod. '  .  ,  ^,  i  *    f  n 

As  direct  consequences  of  the  poUcy  thus  indicated,  the  mortgage  markets  of  all 
the  country  have  been  sapped  of  their  resources;  investors  have  been  and  as  last 
as  mortgages  mature  are  requiring  payment  and  are  withdrawing  from  the  mortgage 
line  of  investments;  builders  have  prepared  plans  for  hundreds  of  millions  of  dollars 
of  new  construction  and  can  not  proceed  because  they  can  not  obtam  ba»c  loans; 
opportunity  has  been  afforded  by  operation  of  these  laws  for  "profiteOTng  over  a 
nation-wide  field-the  tenant  classes  exposed  to  exploitation— the  mortgage  debtor 
even  more  disastrously.  If  Senator  Glass  had  been  better  adviawl  or  could  have 
seen  deeper  into  the  situation  he  could  not  have  used  the  term  subsidy  to  an  industry 
which  has  been  so  maltreated,  and  where  restitution  would  be  the  more  proper  term. 

So  far  from  cutting  down  the  revenues  of  the  Government  we  have  shown  tnat 
thev  are  now  being  rapidly  cut  down  by  operation  of  the  existing  law.  and  that  these 
bills  if  enacted,  will  not  onlv  stop  that  process  but  will  lead  to  such  an  increase, 
through  new  construction,  in  productive  wealth  as  will  make  up  quickly  any  tern- 
porary  loss  of  revenue  and  ultimately  add  to  it  many  times  over.  ^ 

Estimates  of  the  total  volume  of  mortgage  debt  in  the  entire  Nation  vary  as  Mr. 
Kelsey  has  shown,  betwe«a  119,000,000,000  and  $30,000,000,000.  Some  say  the  ag^ 
gate  18  more  than  $30,000,000,000.  For  present  purposes  this  estimate  wiU  be  mero 

than  i90X.  ,  i.    4.  on 

Approximately  a  third  of  this  sum  is  held  by  tax-exempt  owners,  leavmo;  about  M 
billions,  the  income  from  which  is  subject  to  taxation.  At  an  a^  erage  rate  ot  intere^^^ 
of  6  per  cent,  the  annual  income  from  this  line  ot  mvestments  would  be  5,1,JUU,UUU,UUU, 
the  normal  tax  on  which  would  be  $48,000,000.  Personal  exemptions  would  account 
for  probably  one-sixth  of  this,  leaving  as  the  Gov^nment's  annual  revenue  at  the 
normal  rate,  $40,000,000.  Surtaxes  would  increase  this  amount  doubtless,  to 
$60,000,000,  for  people  who  have  to  pay  surtaxes  are  not  extensive  holders  ot  mort- 
gage. No^,  the  proportion  of  this  $60,000,000  of  reveniie  that  would  be  remi  ted  by 
thise  bills  would  be  paiaUel  only  to  the  proportion  which  all  mort.^ges  ot  5,40,000  or 
lees  in  individual  ownership,  bear  to  the  whole  volume  of  outstanding  taxable  niort- 
ga<»es  This  is  probablv  one-half  and  possibly  two-thirds  of  the  whole.  No  that  Irom 
a  tod  to  a  hali  of  the  whole  would  not  be  affected— nor  the  Government  s  revenue 
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from  them,  by  these  bills.  So  that  if  these  bills  are  enacted  the  Government  would 
have  to  make  restitution,  bv  remission  of  these  destructive  taxes,  to  the  mortgage 
market  and  the  building  industry,  to  the  amount  of  not  over  $40,000,000  a  year  (to 
probably  not  over  half  that  sum). 

But  as  has  been  shown,  the  Government  is  doomed  to  lose  this  revenue  anyway, 
and  within  the  next  few  years.  The  bases  of  taxation  are  disappearing— are  being 
liauidated  as  mortgages  mature,  by  payment  and  satirfaction,  by  foredoeure,  and  by 
refunding  by  exempt  holdm. 

Now,  the  country  stands  in  urgent  need  of  new  construction  to  make  up  the  deficit 
of  the  last  five  years,  of  at  least  $10,006,000,000  in  amount,  and  of  at  least  $4,000,000,000 
per  year  to  meet  normal  requirements  thereafter.  It  is  not  claimed  that  all  of  this 
can  be  supplied  as  easily  as  it  is  said,  because  the  great  army  of  producers  of  building 
materials,  now  dispersed,  must  be  re-assembled,  and  the  materials  brought  to  the 
builders.  But  Government's  revenues  will  begin  to  flow  to  the  Treasury  as  soon  as 
the  lumbermen  in  the  woods  send  their  first  booms  to  the  sawmills. 

The  builders,  and  the  finandws  supporting  them,  will  spring  to  action  as  won  as 
they  are  assured  that  the  mortgage  maiicet  has  been  freed  from  the  burdens  of  the 
income-tax  law,  even  to  the  limitM  amount  provided  by  these  bills.  Senator  Calder 
has  shown  you  out  of  his  own  lai^e  experience,  and  Mr.  (rreve,  and  Mr.  Simon,  that 
they  continued  in  the  production  of  housings  until  the  mortgage  market  was  closed 
to  them,  and  are  ready  to  proceed  again  as  soon  as  the  mortgage  market  shall  be  freed, 
as  it  will  be  if  and  when  these  bills  are  passed. 

It  has  been  shown  that  the  normal  output  of  new  construction  to  meet  the  countnr's 
needs  amounts  to  $3,000,000,000— at  present  costs  $5,000,000,000— and  that  we  are  five 
years  in  arrears.  To  bring  these  stupendous  figures  down  within  easy  giasp,  let  iis 
take  a  simple  operation,  calling  for  a  mortgage  investment  of  an  even  $50,000.  This 
might,  for  the  purpose  of  the  calculation,  be  considered  as  (me  <rf  100,000  units  of  like 
amount,  making  up  a  year's  building  schedule. 

This  loan  of  $50,000  at  6  per  cent  would  form  the  financial  basis  of  a  building  opera- 
tion which  should  result  as  follows: 

Basic  capital,  first  mortgage,  6  per  cent  *  -  -  -  $50,  000 

Builder's  capital,  land  ax^  ca^   25,  000 

Builder's  paxjfit  -  15,000 

Value  of  product   90, 000 

This  must  and  would  rent  for   15, 000 

Overhead  charges  would  be  (per  year): 

Local  taxes,  2%  per  cent  on  $90,000  $2,  250 

Interest  on  $50,000,  at  6  per  cent   3, 000 

Operating  expenses,  maint^uuKse,  etc   3.  750 

Total  charges   9>  QCO 

Leaving  as  net  income   6, 000 

Federal  Government  income  tax  on  this  $6,000jof  net  rental  income  and  surtax  330 
Increase  Ux  on  income  btm  $10,000  of  first  mwtgage  (excess  over  exempt 
part)  •   24 

Total  Federal  revenue  ^  354 

To  get  this.  Government  must  forego  of  tax  produced  by  present  law   -  120 

Difference  in  favor  of  free  mortgage  market   234 

The  Federal  Treasury  would  gain  much  more  than  this,  for  at  least  10  per  cent  of 
the  entire  taxable  value  of  this  new  taxable  would  be  profits  of  the  material  men 
and  subcontractors,  and  taxable  as  such.  At  the  normal  rate  this  would  swell  the 
Treasury's  annual  income  by  $360  per  vear  on  every  such  op^tion— increasang  the 
total  annual  income-tax  revenue  to  $714,  and  on  the  hundred  tiiousand  units  to  a 
total  annual  income  <rf  $71,400,000,  as  against  a  posrible  maximum  of  $40,000,000 
remitted  by  operation  of  the  proposed  bills. 

It  would  surely  be  a  poor  business  operation  to  refuse  to  exchange  a  declinmg  and 
disappearing  revenue  of  $40,000,000  a  year  for  a  certain  and  constant  revenue  of 
$71,400,000,  increasing  at  the  rate  of  100  per  cent  per  year. 
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.r^}t?T     '     f  ^^^^t^^a^^?      excess  of  S40,000  in  individual  hoMines 

which  are  not  attected  by  these  bills  is  increa^^ing  enormously  at  the  proS 
toie,  by  the  making  and  recording  of  purchase  monev^llortgages,  given  in ^iJHf 
cash,  in  part  purchase  of  investment  properties.    Enac  tment  of  these  b  lirwill  Pn 

ZSri^^^^f  *r  of -P^4^'^        «o  still  fSnL  i^^^^^ 

emment  s  revenue  from  this  class  of  taxables. 

•  "^^,^^3^?Y^  facts  set  forth  in  this  statonent  are  conservatively  stated  and  arp 
incontestable.  We  think  we  have  shown  how  only  geneial  prosperity  amflowf^^ 
enactment  of  these  bills;  how  the  great  building  (JmS^S^ii  ^TSmS! 
tions  may  be  restored  to  normal  functioning,  the  tensioi  in  thrrentiiS^SS^ 

S^fi^i^  "^^r^*^^^/'"'^^^'  .^^^tg^g^  debtor  relieved  of  SX^S  iSS 
the  confid^ce  of  a  great  people  in  their  Government  be  restored .  •"**«'y» 

The  Advisory  Council  op  Rjsal  Estatk  iNiniicns 

John  L.  Parish,  Secretary. 

Washington,  D.  C.,.  June  1,  mo. 
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Subcommittee  of  the 

Committee  on  Ways  and  Means, 

House  of  Representatives, 
Saturday^  December  11^  1920. 

The  subcommittee  met  at  2  o'clock  p.  m.,  Hon.  Hemy  W.  Watson, 

presiding. 

Mr.  Watson.  The  committee  will  come  to  order.  On  May  26, 
1920,  hearings  were  had  on  H.  R.  8080,  introduced  b}^  Mr.  McLaugh- 
lin, and  on  H.  R.  14062,  introduced  by  Mr.  Siegel.  Since  that  time 
Mr.  Hutchinson  has  introduced  a  bill,  H.  £.  14473,  which  is  as 
follows:  / 

A  BIIaL  To  reUere  .lUHudng  conditions  by  the  encoiiragem»t  of  inTflstme&ts  in  real 

estate  mortgages. 

Be  it  enacted,  etc..  That  the  revenue  act  of  1918  be  am^ided  so  as  to  exempt 
from  taxation  interest  derived  from  investments  in  mortgages  on  apartment 
houses  and  private  dwellings  used  or  to  be  used  as  homes :  Provided,  That  the 
amount  of  the  mortgage  on  any  one  apartment  house  or  private  dwelling  used 
for  home  purposes  shall  not  exceed  $50,000  and  that  the  same  is  duly  recorded 
in  accordance  with  the  laws  of  the  Sate  where  executed. 

Mr.  Watson.  There  are  a  number  of  gentlemen  present  who  want 
to  be  heard,  who  were  not  present  at  the  last  meeting.  We  are  hold- 
ing this  meeting  of  the  subcommittee  for  that  purpose,  to  consider 
these  bills  to  encourage  the  building  of  homes  by  providing  for  ex- 
emption from  taxation  of  the  income  on  mortgages  on  real  estate. 

I  notice  Mr.  J.  Willison  Smith,  of  Philadelphia,  is  present,  and 
if  it  is  his  pleasure  to  make  a  statement  now  we  wiU  be  glad  to  hear 
him. 

STATEMENT  OE  ME.  J.  WILLISON  SMITH,  YIG£  FEESIBENT  OF 
THE  LAHB  TITLE  ft  TEITST  CO.,  FHTT.ADETJTTTA,  PA. 

Mr,  Smith.  Mr.  Chairman,  do  I  understand  that  the  three  bills  are 
before  us  for  consideration?  ' 

Mr.  Watson.  They  are  all  for  tax  exemption  of  the  income  of  mort- 
gages. 

Mr.  Smith.  They  vary  in  come  important  items. 
Mr.  Watson.  We  will  hear  statements  on  U.  B.  8080  and  H.  B. 
14062.  These  bills  are  similar,  Mr.  Hutchinson's  bill  is  of  the  same 

tenor,  with  the  exception  of  the  exemption  on  $50,000  instead  of 
$40,000. 
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Mr.  Smith.  In  the  McLaughlin  bill,  Mr.  Chairman^  I  call  your 
attention  to  the  fact  that  the  interest  rate  is  5  per  cent  on  mortgages. 

Mr.  Watson.  We  can  consider  all  of  these  hilh. 

Mr.  Smfth.  I  am  vice  president  of  the  Land  Title  &  Trust  Co., 
Philadeliihia.  also  the  appraiser  for  the  Philadelphia  Co.  for  Gnar- 
anteeinof  Mortgages. 

Mr.  Chairman,  we  are  confronted  in  Philadelphia  and  also  in 
other  sections  of  the  country  with  a  serious  housing  situation.  I 
have  had  reason  to  Imow,  because  of  my  connection  with  the  United 
States  Shipping  Board  Emergency  Fleet  Corporation's  housing  and 
transportation  department,  as  as^stant  manager,  and,  later,  manager 
of  that  division.  We  fomid  it  necessary  to  put  houses  for  ship 
workers  in  about  34  points  in  the  tTnited  States,  spending  approxi- 
mately $72,000,000. 

We  found  at  that  time  in  all  sections  of  the  United  States  where 
we  were  considering  placing  housing  that  it  was  very  difficult  to 
have  any  of  the  builders  proceed  with  the  housing  program,  partly 
due  to  war  conditions  and  partly  due  to  the  fact  that  the  people  in 
the  loci^ties  where  the  housing  was  to  be  placed  for  the  ship  workers 
knew  that  there  was  a  fund  provided  by  the  Government  for  that 
purpose. 

Now,  in  Philadelphia  in  particular  and  its  surrounding  section, 
we  are  confronted  with  a  very  vital  condition.  First,  we  are  short 
of  houses.  It  is  true  that  one  factor  in  the  problem  is  the  prohibitive 
cost,  but  running  parallel  with  that  is  also  the  very  important 
factor  of  a  real  condition  in  that  we  can  not  find  mortgage  money. 
From  the  standpoint  of  return  only,  and  not  from  the  standpoint  of 
security,  individuals  have  found  a  better  place  to  put  their  money 
for  investment  than  by  placing  it  in  mortgages,  as  was  previously 

the  case.  ^       .  ,     ,  .  , 

We  found  in  the  Land  Title  &  Trust  Co.,  with  which  I  am  con- 
nected, that  previous  to  the  war— in  1916,  for  example— we  would 
have  50  building  operations.  To-day,  we  have  less  than  12.  and  the 
building  operations  involving  housing  in  1916  represented  at  least 
two  or  Siree  to  one  that  we  would  have' to-day. 

Now,  we  find  this  condition  as  to  investors  formerly  interested  in 
mortgage  investments.  Asked  why  they  did  not  invest  in  mortgages 
they  will  very  politely  tell  you  that  they  can  get  a  better  return  on 
Liberty  bonds  or  municipal  bonds,  or  other  tax-free  securities.  So 
that,  a  man  or  a  woman  having  a  sum  to  invest,  whether  it  is  large  or 
small— and  the  larger  the  sum  they  have  the  less  likely  they  will 
invest  in  mortgages— will  give  little  or  no  consideration  to  mortgage 
investments,  because  the  greater  their  income  the  smaller  their  net 
return  when  investing  in  mortgages,  so  that  the  condition  in  Phila- 
delphia as  to  the  housing  and  mvesting  in  mortgages  on  houses  has 
become  almost  stagnant. 

Take,  as  an  example,  our  own  company.  We  can  not  invest  our 
deposits  in  mortgages :  they  must  be  of  a  liquid  nature,  something  that 
is  elastic  and  could  be  readilv  turned  in  case  of  necessity ;  but,  we 
have  invested  of  the  $12,500,000  capital  and  surplus  $5,500,000  m 
our  real  estate.  We  have  invested  over  $3,700,000  in  what  we  term 
collateral  loans  on  mortgages.  Most  of  those  have  been  made  to 
builders  for  the  purpose  of  erecting  new  structures. 
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Now,  these  mortgages  are  made  for  a  period  of  onevear.  The 
modus  operandi  with  the  Philadelphia  bunder  is  this :  He  will  pre- 
sent a  building  operation  and  place  his  mortgage  at,  we  will  say, 
60  to  66  per  cent  of  the  value  of  the  property.  On  that  we  will  loan 
80  per  cent,  and  the  remaining  20  per  cent  of  that  mortgage  will  be 
paid,  or,  rather,  will  be  secured — ^through  the  sale  of  the  mortgages 
to  individuals,  we  receiving,  when  the  mortgage  is  sold,  our  80  per 
cent  and  the  builder  getting  credit  for  the  remaining  20  per  cent, 
which  will  help  to  carry  the  building  to  completion.  The  mortgagee — 
that  is,  the  investor  or  the  individual  who  takes  the  mortgage — ^is 
then  in  a  position  to  have  his  mortgage,  possibly  on  an  uncompleted 
or  partly  uncompleted  structure,  but  with  a- bond  and  policy  of  our 
company,  insuring  him  against  loss  by  reason  of  failure  to  complete 
and  against  the  question  of  liens. 

Now,  that  $3,700,000  at  the  present  time  is  practically  a  frozen 
credit.  It  &  a  ^zen  fund.  It  will  not  move,  because  we  are  unable 
to  find  the  purchasers  who  will  take  the  mortgages  under  the  present 
conditions,  with  the  Federal  tax  reducing  the  net  return  to  such  an 
amount  that  it  does  not  compare  favorably  with  other  securities 
that  they  can  obtain. 

Mr.  Watson.  May  I  interrupt  you  ?  There  are  about  $16,000,000,000 
invested  in  nontaxable  securities.  If  these  securities  did  not  exist 
is  it  your  opinion  investors  would  buy  mortgages  i 

Mr.  Smith.  I  thoroughly  believe  so. 

Mr.  Watoon.  You  are  connected  with  the  Philaddphia  Co.  for 

Chiaranteeing  Mortgages? 

Mr.  Smith.  Yes,  sir ;  chief  appraiser. 

Mr.  Watson.  And  the  Land  Title  &  Trust  Co. ;  what  amount  has 
your  company  loaned  on  mortgages  ? 
Mr.  Smith.  Approximately  $25,000,000. 
Mr.  Watson.  How  many  years  have  you  been  in  operation  S 
Mr.  SMrrH.  About  10  years. 

Mr.  Watson.  What  amotmt  of  mortgages  have  you  sold  during 
the  10  years? 

Mr.  Smith.  Approximately  $10,000,000. 

Mr.  Watson.  Have  you  any  idea  of  the  loss  to  the  mortgagees? 

Mr.  Smith.  There  is  no  loss  to  the  mortgagees,  because  in  that 
company  we  guarantee  principal  and  interest,  but  to  the  company 
itself— weU,  the  loss  is  ml;  practicaUy  $1,000  or  $2,000  in  the  whole 
10  years. 

Mr.  Watson.  Then  the  investment  in  mortgages  is  limited  be- 
cause of  the  higher  rates  of  interest  obtained  from  other  investments. 

Liberty  bonds,  for  instance? 

Mr.  Smith.  Well,  we  feel  that  was  absolutely  the  condition,  and  if 
this  exemption  was  made  we  are  satisfied  that  the  investing  public 
who  have  been  accustomed  to  invest  in  mortgages  and  others  who 
have  not  been  accustomed  to  it,  knowing  the  security  of  such  a  mort- 
ga^  investment,  would  retom  to  that  <dass  of  invesbnents. 

Mr.  Watson.  What  was  the  nmnber  of  houses  constancted  m 
Philadelphia  during  1918  or  1914? 

Mr.  Smith.  In  1914—1  can  give  you  that  in  just  a  moment— ^,418 
two-story  and  475  three-story  houses. 

Mr.  Watson.  They  are  practically  houses  for  tiie  workmen? 

Mr,  Smith.  They  are,  practically. 
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Mr.  Watson.  How  many  houses  were  construcfced  last  year? 
Mr.  Smith.  In  1919,  4,642  two*story  houses  and  668  tiuree-story 
houses, 

Mr.  Watson.  Have  you  an  estimate  of  the  number  to  l>e  erected 
next  year,  under  present  conditions? 

Mr.  Smith.  In  this  present  year,  Mr.  Chairman,  we  have  the  record 
showing  to  October  1,  1920,  1,692  two-story  houses  and  633  three- 
story  houses. 

Mr.  Watson.  There  has  been  an  increase  in  population  since  1914. 
Where  do  the  workmen  live;  how  are  they  housed  without  increased 
Uuildinff  operations  ? 

Mr.  ^ffTTH.  Wcdl,  naturally,  as  we  find  in  times  of  depre^on  there 
is  a  doubling  up  in  the  shortage  that  we  have  had.  We  have  found 
that  it  is  absolutely  necessary  for  men  to  find  a  place  by  doubling 
up  with  their  relatives  or  friends,  bringing  about  a  very  unsatisfac-^ 
tory  and  unhealthy  condition. 

Mr.  Watson.  Could  you  make  an  estimate  of  what  percentage  of 
mortgage  loans  there  are  in  the  city  of  Philadelphia  as  compared  with 
other  investments?  I  ask  this  because  ihere  is  opposition  to  the  bill 
on  account  of  the  exemption  of  taxation  on  certam  securities.  There 
are  about  $16,000,000,000  invested  now  exempted.  If  taxes  were  paid 
on  $16,000,000,000,  according  to  a  statement  I  received  this  morning 
from  the  Treasury  Department,  it  would  add  $160,000,000  to  our 
revenue. 

Do  3^ou  believe  it  wise  to  repeal  the  law — have  no  tax-free  securities  ? 
Mr.  Smith.  As  far  as  mortgages  are  concerned? 
Mr.  Watson.  Yes. 

Mr,  Smitk.  I  thoroughly  believe  that,  regardless  of  the  condition 
as  to  the  other  securities,  the  relief  of  mortgage  investment  from 
taxation  is  just  as  vital  as  any  issue  that  we  have.   I  am  confident 

that  they  should  be  placed  in  the  same  class  by  reason  of  a  necessity 
for  housing  and  for  the  stability  of  the  man  who  owns  his  house  to 
know  that  he  can  finance  himself  through  individuals  as  well  as 
through  banking  institutions  who  are  affected  just  as  much  as  the 
individual  in  relatioln  to  their  taxes  on  mortgages. 

Mr.  Watson.  What  did  it  cost  to  build  a  house  previous  to  the 
war— in  1913 — as  compared  with  1920— the  same  structure  ? 

Mr.  Smith.  I  can  give  you  a  concrete  illustration,  Mr.  Chairman, 
on  that.  In  Philadelphia  the  Land  Title  &  Trust  Co.,  had 
charge  of  the  erection  of  1,531  houses  for  the  ^hipping  Board.  They 
were  built  on  the  lump-sum  basis.  Mr,  Crawford,  who  is  here,  as 
president  of  the  Philadelphia  Building  Association,  and  a  majn 
named  &iyder,  built  those  houses  on  the  lump-sum  contract.  The 
average  is  about  $3,000  for  a  six-room-and-bath  house,  with  electric 
li^t,  not-air  heat,  and  other  convenicoices. 

Mr.  Watson.  Including  the  real  estate? 

Mr.  Smith.  That  is  just  the  house  itself.  That  includes  everything 
within  the  curb  likie,  and  the  rear  lot.  That  house  was  16  feet  by  30. 
To-day,  if  you  wanted  to  build  the  same  house,  according  to  the 
figures  that  were  submitted  to  me  by  one  of  the  builders,  Mr-  Snyder, 
the  price  would  be  $6,476. 

Mr.  Watson.  What  would  your  company  loan  on  a  $3,000  house? 

Mr.  SjfTPH.  On  a  house  which  in  1916  would  have  sold  for  pos- 
sibly $3,000,  we  would  have  loaned  $2,000.   To-day  on  that  same 
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house  we  would  loan  approximately  $3,000,  which  would  mean  that 

if  the  house  cost  $6,600,  we  would  be  loaning  50  per  cent  or  less  of 
its  present-day  cost. 

Mr.  Oldfield.  What  is  your  rate  of  interest? 

Mr.  Smith.  All  mortgage  interest  tq-day  is  6  per  cent  in  Phila- 
delphia. 

Mr.  Oldfield.  Don't  you  think  that  is  one  trouble?  There  are  a 
lot  of  gilt-edge  securities  paying  7  and  even  8  per  cent.  I  noticed 
in  the  paper  last  night  that  the  Western  Electric  Co.  have  some  short- 
time  notes,  payable  in  two  or  three  years,  say — I  have  forgotten  the 
length  of  time — at  7  per  cent.  And  I  find  a  lot  of  bonds — I  don't 
know  how  good  they  are,  but  railroad  bonds,  Standard  Oil  Co.  bonds, 
various  bonds  that  everybody  has  always  said  were  gilt-edged — 
some  of  them  paying  all  the  way  from  7^  to  9  per  cent.  Don't  you 
suppose  that  has  som^hing  to  do  with  curtailing  your  ability  to  do 
business? 

Mr.  Smith.  It  must  be  admitted  that  that  has  something  to  do 

with  it,  but  that  does  not  affect  the  small  individual  or  the  man 
who  has  been  accustomed  to  invest  in  mortgage  securities  and  who 
has  not  become  accustomed  to  invest  in  notes  or  large  bond  issues. 

Mr.  Oldfield.  Now,  anything  in  the  world  that  would  help  a  man 
build  a  home,  buy  a  house,  or  build  a  house  for  his  own  use  is  a 
good  thing  for  the  coimtry,  of  course;  and  I  take  it,  from  your  tes- 
timony here,  that  you  do  help  people  build  their  own  houses  to  live 
in  themselves? 

Mr.  Smith.  We  do.  That  is  part  of  our  business. 

Mr.  Oldfield.  But,  at  the  same  time,  you  sav  a  6-room  house  cost 
$3,000  in  1914  or  1915';  now  it  costs  $6,400.  Don't  you  think  the  price 
of  supplies  and  materials  retard  the  building  and  hurt  your  opera- 
tions considerably  also? 

Mr.  Smith.  That  is  also  another  factor ;  but  why  add  or  keep  a  con- 
dition that  could  be  avoided,  and  avoided  without  any  particular  loss 
to  the  Government  ? 

Mr.  OiJ)FiEij).  How  much  would  be  the  loss  to  the  Gt)vemment  in 
taxes  ? 

Mr.  Smith.  Well,  I  have  not  figured  that  accurately,  but^Sa. 

Mr.  Oldfield  (interposing).  Have  you,  Mr.  Chairman? 

Mr.  Watson.  Well,  I  telephoned  to  the  Secretary  of  the  Treasury 
a  few  days  ago,  and  he  said  he  could  not  possibly  tell  me.  But  I 
believe  Mr.  Gal<kr — Senator  Ctflder — ^had  some  land  of  estimate. 
Now,  I  take  it,  from  the  $16,000,000,000  Mr.  McCoy  told  me  if  taxes 
*  were  paid,  that  would  bring  $160,000,000;  that  is,  iO  per  cent  on  the 
$16,0005000,000. 

Mr.  Oldfield.  Are  there  that  many  tax-free  bonds  out  now? 
•    Mr.  Watson.  Yes:  $16,000,000,000.    If  these  bonds  were  taxed 
according  to  the  others  they  would  create  a  revenue  of  $160,000,000. 

Mr.  OLDFraLD*  It  is  very  important  that  we  should  know  how  much 
the  Government  would  lose  in  taxation.  We  have  all  sorts  of  trouble 
}iere — this  committee  has — in  trying  to  get  enough  money  to  run 
the  Government  and  pay  the  interest  on  our  indebtmbiess,  and  I  have 
never  seen  conditions  in  my  part  of  the  country — ^I  live  down  South— 
as  bad  as  they  are  now.  The  farmers  down  there  can  not  sell  their 
products. 
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They  can  not  sell  their  cotton.  They  can  not  sell  their  corn.  They 
can  not  sell  their  rice.  They  can  not  sell  their  live  stick  at  any  price. 
And  it  seems  that — of  course  your  business  is  hurt,  too,  but  it  seems 
that  everybody's  buidness  is  hurt  If  you  had  heard  the  statements 
yesterday  of  tiie  wool  growers  out  West— ^it  is  &  tmrible  situation. 
They  have  got  wool  on  hand  probably  for  two  years  and  can  not 
sell  a  pound  of  it. 

They  are  trying  to  liquidate,  trying  to  pay  their  debts  and  can 
not  do  it. 

Mr.  Smith.  I  appreciate  that. 

Mr.  OiiDfTBLD.  I  don't  know  whether  the  industrial  centers — I  don't 
believe  the  industrial  centers  at  tius  moment  are  quite  as  bad  off 
as  the  agricultural  districts. 

Mr.  SMms.  At  the  same  time^  however,  this  condition,  as  far  as 

the  housing  and  mortgage  situation  

Mr.  Oldfield  (interposing).  It  is  a  very  serious  thing. 

Mr.  Smith.  Yes;  and  it  has  been  running  much  longer  than  the 
other  situation  of  which  you  speak,  which  has  developed  possibly  since 
last  May. 

Mr.  Oldfield.  I  would  be  might  glad  to  see  rents  come  down  in 
Waidiington.  Would  this  have  any  effect  on  that? 

Mr.  SiirrH.  I  don't  know.  I  can  not  speak  for  Washington  on  that, 
but  it  might  have  an  effect. 

Mr.  Watson.  Have  investments  in  mortgages  been  diverted  into 
Liberty  bonds? 

Mr.  Smith.  I  do  know  that  to  be  an  absolute  fact. 

Mr.  Watson.  Do  you  know  the  percentage^  From  the  records 
of  your  company? 

Mr.  Smith.  No;  I  could  not  say  accurately,  but  I  know  many 
million  dollars  in  Philadelphia  have  been  diverted  from  mortgages 
to  Liberty  boinds  and  other  tax-free  securities,  and  when  you  take 
a  security  like  a  municipal  bond,  which  is  tax  free,  it  is  a  public 
issue;  but.  nevertheless,  this  housing  situation  is  also  a  public  issue, 
and  if  we  do  not  take  care  of  it  in  some  way  and  make  the  approach 
to  mortgage  investment  easier,  so  that  these  men  can  go  out  and 
ff^  their  homes,  and  those  who  have  to  build  them,  that  they  may 
finance  them  throuj^h  mortgages  and  get  them  completed,  we  may 
face  the  same  condition  that  England  has  faced,  where  she  has  put 
hundreds  of  millions  of  dollars  into  her  housing  program. 

Far  be  it  from  me  to  recommend  such  a  thing,  but  I  feel  abso- 
lutely assured  that  we  are  coming  to  a  situation  Avhere  we  will  have 
to  meet  this  housing  problem,  and  rather  than  than  throw  up  bar- 
riers we  ought  to  try  to  keep  them  down. 

Mr.  Watson.  Is  there  a  tax  also  on  mortgages? 

Mr.  Smith.  Yes,  sir. 

Mr.  Watson.  Do  you  know  if  all  States  collect  a. mortgage  tax? 

Mr.  Smith.  Some  States  have  what  they  call  a  recording  tax — 
New  York  for  example.  I  understand  that  in  New  York  this  tax 
takes  about  one-half  of  1  per  cent  per  year,  but  they  make  it  all  at 
one  time.  Philadelphia  has  a  four-tenths  of  1  per  cent  State  tax, 
which  runs  everyyear.  Mr.  Stabler,  comptroller  of  the  Metropolitan 
Life  Insurance  do.,  advises  me  that  the  recording  tax  was  paid,  as 
was  stated,  at  the  time  the  mortgage  was  recorded,  and  that  repre- 
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sented  a  half  of  1  per  cent.  There  is  also  4  small  State  income  tax 

which  they  are  hoping  to  have  repealed. 

Mr.  Watsox.  Does  any  member  of  the  committee  desire  to  ask 

further  questions  i 

Mr.  Oldfield.  The  State  tax  in  Pennsylvania  is  four-tenths  of  1 
per  cent.  That  cuts  it  down  to  nearly  5J  per  cent. 

Mr.  Smxfh.  Yes. 

Mr.  Oldpibld.  Now,  how  much  on  your  business  is  the  Government 

tax? 

Mr.  Smith.  What  would  the  Government  tax  be  ? 
Mr.  Oldfield.  Yes.  How  much  Federal  tax  would  you  pay  now  on 
your  business.  That  leaves  the  bond  net  to  you,  5^  per  cent  ? 
Mr.  Smith.  Yes. 

Mr.  Oldfield.  Now,  what  percentage  would  the  Government  tax 
bring  it  down  to ?  To  net  you? 

Mr.  Smith.  It  would  depend  on  the  amoimt  invested.  For  ex- 
ample, on  a  tabulation  which  has  been  made,  it  shows  that  an  income 

of  $500,000  would  receive  on  a  $10,000  bases  $174  on  every  $10,000. 
On  a  $10,000  proposition  you  get' $534,  while  on  a  $500,000  basis  you 
would  reduce  it  per  $10,000  of  that  $500,000  to  $174.  So,  the  more 
you  make  the  more  you  give  to  the  Government,  and  that  is  what  is 
driving  the  large  estates  out  of  the  mortgage  investment  line.  T  am 
told  on  good  authority  that  in  New  York  City  there  will  be  called  this 
year  and  the  early  part  of  next  year  at  least  ^5,000,000  that  is  already 
invested  and  maturing  on  New  York  real  estate. 

Now,  you  can  see  the  predicament  that  that  puts  people  in.  There 
is  to-dav  in  Philadelphia  a  situation  where  the  maturity  of  mort- 
gages, which  never  has  been  a  serious  matter  in  previous  years,  is 
a  real  factor  in  the  housing  problem.  In  the  i^ast  we  would  let  the 
mortgages  go  on  for  an  indefinite  period,  just  callable  on  demand, 
since  the  mortgagees  were  not  very  anxious  to  get  their  money  if 
they  felt  that  the  mortgages  were  well  secured.  They  usually  were, 
and  the  loss  was  verv  small. 

We  believe  that "  during  the  next  year  we  will  have  at  least 
$15,000,000  worth  of  mortgages  called  in  Philadelphia  by  reason 
of  this  verv  condition — that  the  return  is  so  small. 

Mr.  Watson.  You  stated  you  increased  the  rate  of  interest  on 
guaranteed  mortgages  issued  by  your  company.   How  long  since  ? 

Mr.  Smith.  That  is  about  five  months. 

Mr.  Watson.  Has  the  sale  of  mortgages  increased  ? 

Mr.  Smith.  Yes.  The  result  has  worked  out  in  this  way :  In  the 
past  we  required  the  loaner  to  pay  the  guaranty  charge  of  one-half 
of  1  per  cent,  and  now  the  borrower  pays  it,  so  that  instead  of  guar- 
anteeing per  cent  on  a  0  per  cent  mortgage  we  actually  give  the 
mortgagee  6  per  cent,  the  borrower  paying  the  charge  for  the  serv- 
ice which  the  Philadelphia  company  guaranteeing  the  mortgages 
renders.  And  from  that,  of  course,  under  present  conditions  the 
State  tax  of  four-tenths  comes  off,  so  that  the  net  return  before 
taking  off  any  Federal  tax  is  6.6. 

May  I  just  make  one  suggestion?  I  understand  that  a  question 
has  been  raised  on  the  proposal  in  one  of  these  bills  to  limit  tilie  time 
to  five  years.  Personally  I  would  like  to  see  the  entire  limitation 
taken  off  in  the  McLaughlin  bill.  It  has  a  limitation  of  5  per  cent 
interest  and  $io,000.   There  is  a  possibility  of  an  amendment  on  the 
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basis  of  a  five-year  limitation.  I  feel  for  the  best  interests  of  the 
conditions  all  over  the  country  in  mortgage  investments  that  it 

would  be  well  to  make  none  of  those  restrictions  and  to  take  out  of 
the  bill  the  5  per  cent  interest  and,  if  possiblcj^ake  out  the  limit  of 
$40,000  principal  of  the  mortgages. 

I  can  appreciate  that  while  you  are  considering  that  you  will  have 
to  take  the  otiier  side  of  how  you  are  going  to  finance  the  Gov€^- 
ment. 

Mr.  Watson*  Should  you  build  more  houses,  is  it  your  opinion 
that  the  Government  will  gain  revenue  with  the  $40,000  exemption? 

Mr.  Smith.  Of  course,  that  will  produce  to  the  Government  a  very 
large  profit  all  the  way  down  the  line,  from  the  time  that  the  man 
takes  the  clay  out  of  the  ground  for  bricks,  or  the  wood  out  of  the 
forest  for  lumber,  and  all  the  other  parfs  of  building  construction 
will  produce  a  large  profit  to  the  Government,  by  reason  of  the  in- 
creased activity  that  would  follow.  There  will  be  in  the  near  future 
I  am  satisfied  a  very  ^eat  activity  in  building  construction  as  soon 
as  conditions  are  stabilized. 

I  am  satisfied  that  the  high  prices' are  not  going  to  come  down  to 
the  level  anticipated  by  the  public  generally,  that  is,  an  exceptionally 
low  price,  or  even  back  to  191G  or  1918  prices.  I  believe,  however, 
that  within  a  very  short  time  we  will  begin  to  find  ourselves,  and  the 
public  will  realize,  that  the  big  proportion  of  the  building  construc- 
tion is  labor,  and  that  labor  is  not  going  to  come  down  100  per  cent 
or  anything  like  it. 

Therefore,  there  will  be,  by  reason  of  increased  building  activity, 
a  very  large  profit  to  the  Government  in  other  forms  of  taxation  that 
they  would  more  than  offset  any  loss  occasioned  by  this  legislation. 

Mr.  Oldfield.  You  don't  think  the  price  of  labor  is  coming  down 
in  proportion  to  the  price  of  other  commodities? 

JVIr,  Smith.  I  do  not. 

Mr.  Watson.  Do  you  desire  to  make  further  statements  ? 
Mr.  SMrra.  That  is  all  I  have,  Mr.  Chairman.  Thank  you. 
Mr  Watson.  We  are  much  obliged  to  you. 

I  want  to  introduce  into  the  record  a  letter  sent  by  Senator  Calder. 
I  shall  not  read  it;  he  urges  tax  exemption  on  mortgages  be  made 
permanent,  rather  than  for  a  limited  period. 

The  paper  referred  to  follows : 

•  United  States  Senate, 

SmxAL  Oommxttee  on  Beconstruction  and  Production, 

December  11,  1920. 

My  Dear  CoNGREss^rAN  Watson:  I  received  fi  telegram  this  morning  from 
Senator  Calder  in  winch  he  suggests  that  if  I  make  a  statement  before  the 
Ways  and  IMeans  Committee  this  afternoon,  I  should  urge  that  tax  exemption 
on  mortgages  be  made  permanent  rather  than  for  a  limited  period. 

I  did  not  contemplate  making  any  statement  at  the  hearing,  and  have  engage- 
ments this  afternoon  wliieli  would  make  it  difficult  for  me  to  appear,  but  inas- 
much as  I  stated  to  you  last  night  that  I  felt  that  the  tax  exemption  on  mort- 
gages should  be  granted  at  once  and  continue  nntil  the  issoiance  of  tax-exempt 
securities  is  checked,  I  take  the  liberty  of  drawing  Senator  Oalder's  commnnica* 
tlon  to  your  attention. 

It  wonld  seem  unwise  that  tax  exemption  on  mortgages  should  be  limited  to 
a  definite  period,  for,  if  at  the  end  of  that  period  tax-exempt  securities  were 
still  being  issued  in  the  same  volume  as  at  present,  present  conditions  would 
reoccur. 
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It  might,  therefore,  be  inadvisable  to  place  a  limit  on  the  period  of  ek^ption 
at  this  time. 

Very  truly^  yours, 

F.  T.  MiLLEB. 

Hon.  Heney  W.  Watson. 

House  of  Representatives, 

Washington,  D.  C, 

Mr.  Watson,  Mr.  Crawford^  of  Philadelphia,  are  you  ready  to 

STATEMENT  OF  MB.  BAMIEL  CRAWFOEB,  JR.,  FBESEDEMT  PHILA- 
DELPHIA OPERATIVE  BUILDERS'  ASSOCIATION,  PHILADELPHIA, 
PA. 

Mr.  Oldfield.  Whom  do  you  represent,  Mr.  Crawford? 

Mr.  Craavfobd.  I  am  president  of  the  Philad^phia  Operative 
Builders'  Association. 

In  the  city  of  Philadelphia  we  have  doused  our  people  in  indi- 
vidual homes,  and  because  of  that  conditi<m  it  has  developed  a  special 
class  of  builders  that  devote  their  attention  largely  to  the  construc- 
tion of  homes,  so  that  we  have  a  separate  organization  there,  known 
as  the  Philadelphia  Operative  Builders'  Association,  and  that  is  the 
association  that  I  represent. 

Up  to  within  very  recent  years  we  produced  in  the  city  of  Phila- 
delphia large  numbers  of  small  individual  workmen's  dwellings, 
and  sold  them  at  prices  ran^ng  from  $2,500  up  to  about  $4,000  tor 
tibe  average  workman's  dwelBng.  We  were  able  to  finance  those  pur- 
chases on  very  easy  terms. 

Using  a  $4,000  house  as  an  illustration,  we  could  place  a  $2,500 
first  mortgage  and  a  second  mortgage  of  probably  $800  to  $1,000  in 
a  building  loan  association,  and  the  purchaser  could  buy  that  home 
by  paying  $600  or  $600  in  cash.  We  found  that  we  could  induce  large 
numbers  of  persons  who  had  limited  means  to  buy  sometimes  by  tak- 
ing a  very  smidl  payment,  probably  $300  or  $400,  and  taking  their 
notes,  so  that  we  might  help  them  out.  In  my  experience  ranging 
over  a  period  of  25  years  I  don't  know  of  any  case  of  that  kind  imere 
the  purchaser  has  defaulted  payment. 

We  ha\e  created  rather  a  stable  labor  condition  in  Philadelphia, 
largely  due  to  our  housing  condition,  which  does  not  prevail  in  many 
of  our  other  large  cities.  And  that  condition,  of  course,  was  very 
much  changed  by  the  war-time  condition. 

For  the  three  years  prior  to  the  war,  taking  in  1914^  1915,  and 
1916,  we  built  an  average  of  9,500  of  those  small  two-story  houses 
each  year.  Beginning  with  1917,  it  urns  reduced  in  that  year  to 
2,386  fin  1918,  884:  in  1919,442:  and  this  year,  1,692. 

I  want  to  explain,  however,  that  out  of  that  1,692  houses  I  doubt 
if  over  1,200  or  1,300  of  them  were  erected.  Many  of  the  builders 
took  out  permits  last  spring,  as  they  had  been  accustomed  to  do,  be- 
fore they  had  received  all  of  their  estimates  as  to  the  cost  of  the 
house.  So  that  I  know  of  at  least  three  or  four  operations,  ranging 
around  100  hous^  apiece,  that  were  abandoned  after  they  had  aU  of 
their  estimates  in. 

Mr.  Oldfield.  Isn't  that  the  real  trouble  now,  that  the  cost  of  ma- 
terials is  so  high  that  the  man  can't  afford  to  build  a  house  ?  That 
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WBS  thfe  condition  some  months  ago  and  is  right  now.  Mr.  Fordney, 
a  lumberman,  ex-chairman  of  our  committee,  was  telling  me  a  day 
or  two  ago  about  the  fall  in  the  price  of  lumber  from  way  up  yonder 
to  way  down.  A  while  back,  you  Imow,  lumber  was  awful  high  and 
every  other  piece  of  material  that  went  into  the  house;  in  addition 
to  that,  labor  was  higher  than  it  ever  had  been. 

Mr.  Crawtokd.  Well,  I  will  just  analyze  that  lumber  condition  now. 
In  1914  we  were  able  to  buy  rough  lumber  for  the  construction  af 
these  hous^  for  an  ayerage  of  about  $00  a  thousand  delivered  on 

.  the  job. 

Mr.  Oldfield.  That  was  in  1914. 

Mr.  Ckawford.  Yes,  sir.  In  the  sprin<r  of  1919  we  were  able  to 
buy  that  same  lumber  delivered  on  the  job  for  $40  a  thousand.  In 
the  spring  of  1920  that  same  lumber  was  bringing  $65  delivered  on 
the  job.  But  I  want  to  call  your  attention  to  this,  that  most  of  the 
houses  that  we  have  for  sale  in  Philadelphia  to-day  were  built  on  the 
price  ruling  in  the  spring  of  1919,  that  $40  base  of  which  I  spoke. 
The  cost  of  these  houses  average  in  total  about  100  per  cent  more  than 
the  prewar  cost.  The  houses  were  not  completed  until  the  spring  of 
1920,  due  largely  to  the  difficulties  in  obtaining  materials.  During 
1919  it  was  almost  impossible  to  get  prompt  shipments  of  plumbing 
and  heating  materials.  So  that,  while  these  houses  should  have  come 
on  the  market  in  the  fall  of  1919,  a  great  many  of  them  were  held 
over  until  the  spring  of  1920.  About  the  time  they  came  into  the 
market  this  depression  in  business  ciune  along,  and  many  of  them  are 
unsold  to-day.  We  have  possibly  twelve  or  fourteen  hundred  houses 
of  that  type  which  are  unsold,  and  vet  they  were  produced  on  prices 
40  per  cent  below  to-day's  price,  t  doubt  therefore  if  the  recession 
that  you  indicate  will  carry  us  back  to  the  so-called  prewar  level, 
because  the  price  of  rough"^  lumber  to-day,  delivered  on  the  job,  is 
about  $48.  I  am  told  that  the  break  in  lumber  came  largely  from  the 
fact  that  when  this  present  market  condition  arose  there  were  certain 
concerns  in  the  South  holding  large  stocks  that  were  compelled  to 
liquidate.  Those  stocks  have  been  largely  absorbed,  so  that  to-day 
most  of  the  lumber  mills  have  shut  down  because  they  can  not  pro- 
duce to  meet  a  $50  market  for  delivery  on  the  job  in  Philadelphia. 

Now,  the  best  information  I  can  obtain  in  making  inquiries  from 
many  of  the  wholesale  dealers  and  the  local  lumber  dealers,  is  that 
the  price  for  delivery  on  the  job  that  will  permit  those  mills  to 
resume  will  be  in  the  neighborhood  of  $66.  So  that  there  is  no  indi- 
cation of  the  fact  that  prices  will  go  back  to  the  prices  of  the  spring 

of  1919.  ^.  ^ 

If  I  am  not  taking  too  much  time  I  might  analyze  that  cost  a  little 
further  if  you  would  like  to  have  it.  We  take  as  a  basis  a  $4,000 
house.  The  value  of  the  raw  material  that  enters  in  the  construction 
of  that  house  in  its  raw  state— I  mean  lumber  on  the  stump  or  in  the 
tree,  stone  in  the  quarry,  and  clay  in  the  ground,  and  metal  in  the 
mines,  does  not  represent  6  per  cent  of  the  cost  of  that  house.  So 
that  95  per  cent  of  the  cost  is  in  labor  and  the  profit  on  labor.  That 
is  divided  up  in  this  manner:  About  60  per  cent  is  common  labor, 
and  40  per  cent  is  skilled  labor.  In  the  old  days  we  paid  common 
labor  I7i  cents  per  hour,  and  if  it  happened  to  rain  two  days  a  week 
the  common  laborer  went  home  with  $7  in  his  pocket  for  a  week's 
pay  to  beep  a  wife  and  family  on.  And  it  is  generally  Oidmitted 
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Uiat  sach  an  amoimt  was  not  sufficient.  He  should  have  had  25  cents 
an  hour,  and  if  we  are  going  to  regulate  his  wages  on  the  basis  of 
the  increased  cost  of  Uving  he  sho^d  have  46  to  50  offlits  an  hour 
in  the  future.  So  that  we  must  figure  common  labor  on  a  basis  of  at 

least  two  and  a  half  times  what  it  formerly  was,  which  would  be 
42  cents  an  hour.  Skilled  labor  I  think  we  can  say  we  will  be  able 
to  get  back  on  the  basis  of  100  per  cent  above  the  old  price,  which 
will  be  a  reduction  of  about  one-third  from  present  rates.  To-day 
the  average  rate  is  about  $1.25  an  hour,  and  I  believe  we  can  get 
that  back  to  $1  an  hour,  wMdi  will  be  ju^  about  double  what  we 
formerly  paid. 

Taking  those  figures  as  a  basis,  the  cost  of  producing  that  house 
will  be  $9,000,  and  I  doubt,  gentlemen,  if  we  will  be  able  to  get  below 

those  figures.  That  house  to-day  is  figured  to  cost  $10,800.  If  we  get 
it  back  to  $9,000.  I  think  it  will  be  as  far  as  we  will  go,  and  that 
will  be  10  per  cent  below  present  cost. 

Now,  I  desire  to  call  attention  to  the  difficulty  that  we  are  having 
to-day  in  financing  these  houses  that  were  produced  on  prices  ruling 
in  the  spring  of  1919,  which  are  lower  than,  I  believe,  future  costs 
will  be.  The  house  that  I  have  just  analyzed,  to  cost  $9,000  in  the 
future,  we  are  offering  for  $8,000,  based  on  the  cost  to  Vhich  I  refer. 
I  recently  submitted  some  mortgages  on  those  houses  to  one  of  our 
large  institutions  in  the  city  of  Philadelphia,  and  they  agreed  to 
take  mortgages  of  $4,000  each,  provided  I  could  make  the  interest 
rate  equal  to  7^  per  cent.  We  could  not  do  that  and  take  that  differ- 
elice  out  of  profits,  and  I  doubt  if  we  can  do  it  and  add  it  to  the  cost. 

Mr.  Ou>¥nsu>.  The  trouble  about  it  is  that  the  company  you  were 
talking  to  could  probably  make  that  much  mone^  some  otiber  way. 

Mr.  Crawfobd.  Undoubtedly.  They  are  having  offered  to  th^ 
investments  that  pay  7,  8,  and  9  per  cent  and  their  duty  being  to 
their  stockholders  or  their  policy  holders,  they  are  in  duty  bound  to 
get  the  best  return  they  can.  We  have  no  criticism  of  that. 

Mr,  Olditield.  I  don't  see  how  we  can  relieve  you  if  you  have  that 
condition. 

Mr.  CitAwi^m).  There  are,  however,  many  individual  investors 
who  have  formerly  taken  mortgages  hut  who  are  not  taking  any  to- 
day. I  have  in  mmd  one  gentleman  who  usually  invests  large  sums 

in  mortgages,  or  always  did,  up  to  about  two  years  ago.  He  has  an 
income  of  about  $500,000  a  year,  and  in  talking  with  him  recently  he 
called  my  attention  to  the  fact  that  if  he  takes  mortgages  he  gets  a 
return  of  about  3  per  cent.  Of  course,  he  is  not  going  to  take  mort- 
gages. So  that  before  we  can  obtain  any  relief  in  tiie  way  of  ob- 
taining funds— that  is,  financing  the  home  buyer — we  must  find  a 
way  to  either  obtain  more  money  with  whidbi  to  function,  which  will 
automatically  reduce  the  interest  rate,  or  we  must  obtain  an  exemp- 
tion of  income  on  mortgage  investonents  to  make  them  attractive  to 
the  investor. 

Mr.  Oldfield.  Well,  now,  on  the  basis  of  yesterday,  at  the  close 
of  the  market,  4f  Liberty  bonds  pay  about  ^  per  cent.  Of  course, 
I  realize  that  it  is  impossible  for  you  gentlemen  to  -conpete  Yrith 
Liberty  bonds. 

Mr.  Orawfobp.  Yes ;  that  is  true. 
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Mr.  Oldheld.  You  couldn't  do  it.  You  couldn't  do  it  if  you  w^re 
relieved  from  this  exemption,  unless  those  bonds  go  up.   You  are 

not  asking  as  much  as  6^  per  cent  here,  net. 

Mr.  Crawford.  That  is  true.  We  couldn't  compete  with  them,  but 
we  have  in  the  city  of  Philadelphia  a  class  of  people  who  have  been 
accustomed  to  investing  in  mortgages. 

Mr.  Oldfield.  And  of  course  the  Treasury  Department  here  don't 
want  anybody  to  be  able  to  compete  with  them,  because  th^  want  to 
sell  these  bonds.  Of  course,  they  are  financing  now  at  6  per  cent,  with 
these  certificates,  ^ort-term  certificates.  Of  course,  the  Treasui^  De- 
partment, I  suppose,  would  be  opposed  to  this  legislation. 

Mr.  Crawford.  Yes,  to  my  mind. 

Mr.  Oldfield.  It  is  a  very  serious  thing,  and  I  wish  l^iere  was  some- 
thing we  could  do.  '  ' 

Mr.  Ckawford.  Some  way  must  be  found  upon  which  general  busi- 
ness pan  function,  if  we  are  to  travel  on  the  lev(il  that  I  indicated. 
In  housing,  i£  it  is  125  per  omt  above  the  old  level,  we  must  Imve  more 
credit  available  for  tiiat  purpose. 

Mr.  Oldfield.  I  don't  think  it  is  going  to  stay  there.  I  don't  think 
it  can  stay  there.  I  don't  see  how  it  can,  with  the  other  business,  all 
kinds  of  business,  every  other  kind  of  business — lots  of  business  is  in 
worse  condition  than  you  are.  Because  you  take  the  fellow  who  pro- 
duced crops — I  am  more  familiar  with  that  than  I  am  with  your 
business,  of  course — when  they  raise  cotton  that  cost  them  probably 
30  or  3d  cents  to  produce  and  can't  get  but  9  cents;  and  the  sheep 
grower,  the  cattle  grower  are  on  a  par  with  th^,  and  com  is  selling 
now  at  26  cents  a  budiel  out  West,  and  they  are  preparing  to  bum 
it  this  winter  in  many  places  instead  of  coal.  When  large  areas  of  the 
world  are  starving  for  bread,  it  seems  to  me  that  you  are  in  pretty 
good  shape. 

Mr.  Crawford.  I  thoroughly  agree  with  you  that  such  a  condition 
is  almost  a  crisis. 
Mr.  Oldfield.  It  is  a  crisis. 

Mr.  Crawfokd.  But  I  believe  that  it  is  going  to  be  necessary  for 
this  Government  to  assist  the  farmer,  at  least  to  tiie  extent  that  he 

can  orderly  market  his  crop. 

Mr.  Oldfield.  I  think  it  is  the  duty  of  the  Government  to  assist 
every  line  of  business  in  every  way  it  is  possible  to  do  it. 

Mr.  Crawford.  T  think  the  difficulty  that  he  is  suffering  from  is 
the  very  difficulty  that  I  indicated.  Rates  of  interest  in  this  country 
have  risen  to  8  and  9  per  cent  because  we  have  tied  up  practically 
$24,000,000,000  that  is  not  liquid  for  the  use  of  business  purposes ; 
we  are  attempting  to  travel  on  a  level  that  is  150  per  c&at  higher 
than  the  old  level  with  less  credit  than  we  had  before;  and,  gentle- 
men, I  don't  believe  it  can  be  done.  We  must  either  kno<x  down 
this  basis  or  we  must  have  more  credit:  but  the  fact  remains  that 
the  level  of  value  throughout  the  world  has  risen,  and  America  to- 
day, even  at  150  per  cent,  is  not  out  of  balance  with  the  level  of  the 
world,  such  as  we  were  in  1873.  What  caused  the  1873  panic  was 
this :  Our  values  were  higher  than  the  level  of  the  world  and  out 
of  balance,  and  necessarily  fell.  To-day  that  condition  does  not 
exist.  And  if  you  will  permit  me  I  will  tell  you  of  an  experience 
I  had  a  few  davs  ago.   We  had  a  meeting  of  the  trades  council 
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of  the  Manufacturers'  Club  of  Philadelphia.  That  council  consists 
of  a  representative  from  ever^'  trade  in  ihe  city  of  Philadelphia. 

The  Ttnanuf  acturers  were  criticizing  very  severely  the  retail  dealers 
and  especially  the  shoe  dealers  for  not  liqmdating,  and  after  the  argu- 
ment had  gone  to  a  certain  point  a  gentleman  arose  and  said :  "  Gen- 
tlemen, I  am  a  retailer,  and  I  am  a  shoe  dealer."  It  so  happened  that 
he  was  a  gentleman  who  had  four  stores  in  the  central  section  of 
Philadelphia  and  a  very  large  dealer.  He  said :  I  am  selling  shoes 
to-d^y  for  $8  per  pair  that  I  paid  $12  for. "  And  only  yesterday  a 
representative  of  one  of  the  largest  manufacturers  in  the  country 
was  in  my  office  showing  me  a  line  of  shoes  for  spring  trade  and  he 
asked  me  $10.50  for  the  ^me  ^oe  that  I  am  selling  for  $8.'' 

Now,  if  that  is  the  condition,  I  believe  that  the  prices  that  are 
ruling  to-day  are  below  the  level  that  we  are  going  to  travel  on.  I 
believe  that  the  prices  that  you  talked  about  for  farm  products  are 
below  it  in  level.  The  farmer  is  not  going  to  produce  a  crop  this  year 
and  sell  it  at  that  price.  I  think  you  will  agree  with  me  on  that. 

Mr.  OiiDFUsLD.  And  I  am  afraid  a  lot  of  them  are  not  going  to  be 
able  to  produce  crops  at  all  next  year. 

Mr.  Crawford.  That  is  true,  and  that  will  automatically  raise  the 
price.  Therefore  it  is  necc^ry — ^it  is  almost  an  absolute  necessity — 
that  some  relief  be  afforded. 

It  is  also  necessary  that  relief  be  afforded  in  other  directions, 
and  if  this  matter  is  handled  in  a  big  broad  comprehensive  way 
and  general  relief  rendered  to  the  business  interests  of  the  coun- 
try we  will  get  our  share.  I  am  not  afraid  of  that.  And  if  that 
can  be  done  rather  than  sometliing  special  of  this  sort  that  is  real 
relief.   This  is  onhr  temporary. 

Mr.  Oldfxeu>.  TVell,"  I  think  everything  that  is  possible  in  the 
way  of  legislation  should  be  done  to  help  all  sorts  of  business.  Now, 
if  we  can  do  it  legislatively  we  ought  to  do  it. 

Mr.  Crawford.  I  have  digressed  considerably  from  the  matter 
at  issue,  and  I  trust  you.  will  pardon  me. 

Mr.  Oumsssn^  There  are  some  things  that  we  can't  do  by  l^is- 
lation. 

Mr.  Cra WFom>.  That  is  iyuB^  but  the  disposition  seems  to  be  to 
permit  the  American  workingman  to  live  on  a  proper  standard, 

and  all  of  our  productive  enterprises  are  endeavoring  to-day  to 
establish  a  standard  of  value  and  not  reduce  wages  beyond  a  rea- 
sonable point.  That  I  think  is  in*  the  minds  of  all  of  us.  But  that 
means  that  we  must  travel  on  a  new  level,  and  it  means  also  that 
we  must  have  the  credit  with  which  to  go. 

Mr.  Oldfield.  Well,  I  don't  understand  this  credit  situation  my- 
self. Now,  for  example,  a  man  wrote  me  that  he  wanted  to  borrow 
$5^000  from  a  bank  the  other  day;  he  had  $25,000  in  Liberty  bonds 
he  wanted  to  put  up  as  collateral,  and  couldn't  get  the  money.  He 
tried  four  or  five  banks.  I  don't  understand  that. 

Mr.  Crawford.  Isn't  that  because  the  Federal  reserve  banks  have 
put  such  a  low  rate  on  loans,  even  on  Liberty  bonds,  that  there  is  no 
profit  in  it  for  the  bank? 

Mr.  Oldfield.  They  pay  9  and  10  per  cent  down  my  way  for  cash 
when  tiiey  go  to  the  buik  and  borrow  it.  It  is  very  unusual  to  pay 
less  than  8  per  oeaaL 
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Mr.  Crawford.  I  have  known  of  instances  of  that  kind,  but  I  think 
it  was  because  there  was  no  profit  to  the  bank  and,  therefore,  the^ 
didn't  care  to  handle  the  transaction.  ' 

Mr.  Ou>jfi£LD.  Well,  the  banks  ought  to  be  more  patriotic  than 
that. 

Mr.  Ckawpoed.  Well,  perhaps  that  is  true.  Then,  again,  it  may 
be  tiiat  the  resources  of  that  iMuik  were  absorbed.  Tnat  is^  We  of  a 
great  many  of  our  banks  to-day. 

Mr.  Ou>Fi£LD.  He  tried  four  or  five  of  th^.  Of  course,  he  didn't 
leave  the  country. 

Mr.  Craavford.  We  have  many  large  banks  in  Philadelphia  that 
would  be  glad  to  extend  additional  lines  of  credit  to  their  customers 
were  they  able  to  do  it. 

Mr.  OiiDPiELD.  I  am  inclined  to  think  that  is  true,  generally,  all 
of  them  practically.  But  it  seems  to  be  a  very  critical  ^tuation  when 
that  man  has  that  sort  of  collateral  and  that  much  collateral  and 
can't  get  money  on  it.  Can't  get  it  in  the  community  in  which  he 
lives  and  only  half  a  dozen  banks  in  town.  But,  of  course,  that  is 
another  indication  that  I  don't  know  anything  about  the  situation. 
I  don't  know  what  brings  it  about. 

Mr.  Craahttord.  I  am  not  an  expert  on  banking,  gentlemen.  There 
are  other  men  here  who  may  ^ve  you  a  great  d^  more  information 
on  that  than  I  can. 

Mr.  OiDTTELD.  The  Federal  Reserve  Board  may  have  a  perfectly 
good  reason  for  it-  I  don't  know. 

Mr.  Crawford.  But  it  remains  a  well-known  fact  that  the  rate 
for  loans  

Mr.  Oldfield.  It  simply  shows  that  everything  that  you  have  been 
telling  us  here,  shows  that  we  have  got  a  very  bad  situation. 

Mr.  Crawford.  No  doubt  about  that.  There  is  just  one  other 
feature  I  would  like  to  call  to  your  attention  and  that  is  the  neces- 
aty  of  providing  some  means  of  Mlhcing  home  buyers  along  the 
lines  of  the  farm  loan  act.  There  is  no  reason  that  I  can  conceive 
of  why  the  worker  in  the  city  should  not  havp  the  same  preferential 
treatment  that  the  farmer  has. 

Mr.  Oldfield.  I  agree  with  you. 

Mr.  Crawford.  If  we  are  to  continue  exemption  of  farm  loans,  I 
believe  that  we  should  establish  some  means  of  exempting  the  loans 
or  furnishing  the  funds  to  permit  our  urban  dwellers  to  purchase 
their  homes  on  a  basis  that  they  can  afford  and  a  basis  that  is  entirely 
safe. 

Mr.  Oldfield.  That  proposition,  you  know,  is  tied  up  in  the  courts 
now.  Farmers  can  not  borrow  any  money. 
Mr.  Crawfokd.  I  understand  so. 

Mx.  Om)field.  I  get  letters  about  that  every  day.  It  is  tied  up  in 
the  courts  and  they  can't  get  any  money. 
Mr.  Watson.  I  understand  you  are  a  Guilder  of  six-room  houses. 
Mr.  Crawford.  Yes ;  five  and  six  rooms ;  yes. 

Mr.  Watson.  Would  the  workingmen  in  Philadelphia  be  content 
to  live  in  tenement  or  apartment  houses? 

Mr.  Crawford.  Not  if  they  can  obtain  individual  homes.  The 
workmen  have  been  forced  into  the  tenement  houses  and  apartment 
houses  during  the  last  year,  largely  of  the  type  that  have  be^  con- 


/ 


BBAii  Estate  mortgage  taxes. 


79 


verted  from  old  dwelling  houses,  and  they  are  not  at  all  satisfactory 
for  housing  workmen. 

Mr.  Watson.  Houses  for  workmen,  their  character  and  their 
modes  of  life.  In  your  opinion,  are  the  morals  of  the  workmen  who 
live  in  their  own  homes  higher  than  those  residing  in  apartments  or 
tenement  hous^? 

Mr.  Crawford.  The  standard  is  very  much  higher.  Not  only  that 
but  their  offspring  is  of  a  very  much  better  type.  I  think  if  you 
would  consult  the  school  authorities  you  would  find  that  the  children 
who  come  from  individual  homes  are  of  a  very  much  better  class  than 
those  who  come  from  the  congested  tenements.  Therefore,  I  believe 
it  is  a  very  vital  question  to  the  future  of  the  country  to  properly 
house  our  workingmen,  because  after  all,  gentlemen,  they  are  the 
men  who  are  producing  the  future  citizens  of  this  country  and  we 
must  not  lose  sight  of  that. 

Mr.  Watson.  If  the  member  of  the  committee  has  no  question,  we 
will  be  glad  to  hear  Mr.  Wilson,  president  of  the  Philadelphia  real 
estate  board. 

STATEMENT  OF  MB.  WILLIAM  H.  WILSOF,  FSESIDEHT  OF  THE 
PHILABELmA  SEAL  ESTATE  BOABD,  VICE  FBESISEHT  OF  THE 
ETATIOITAL  ASSOCIATION  OF  REAL  ESTATE  BOARDS,  PHILADEL- 
PHIA, PA. 

Mr.  Wilson.  Mr.  Chairman  and  gentlemen,  in  speaking  of  the 
situation  as  I  see  it,  I  express  to  you  the  result  of  a  study  by  the 
real  estate  men  who  are  organized  in  Philadelpfaiafand  also  the 
real  estate  men  who  are  organized  throughout  the  iJnited  States. 
The  real  estate  men  who  are  organized  are  composed  of  members  of 
real  estate  boards,  of  which  there  are  225  belonging  to  the  national 
association,  most  of  them  in  the  United  States  and  a  few  in  Canada. 

The  Philadelphia  real  estate  board  has  been  in  existence  since 
1908  and,  during  the  period  from  1908  to  the  present  time,  has  made 
a  very  careful  study  of  all  problems  that  naturally  confront  the 
real  estate  men  and  the  people  of  i^e  community.  Problems  of  l^is- 
lation,  taxation,,  and  more  particularly  housing  problems  have  re- 
ceived their  careful  study. 

This  housing  problem  is  probably  the  greatest  problem  that  we 
have  ever  been  confronted  with,  because  it  has  so  many  complexi- 
ties and  so  many  difficulties  that  seem  insurmountable.  For  months 
past  we  have  worked  to  eliminate  the  obstacle  which  has  developed 
thfi  shortage  of  houses,  and  that  vital  obstacle  has  been  the  financial 
assistfuioe  which  is  so  greatly  needed.  The  matter  of  labor,  tiie  mat- 
ter of  materials,  the  matter  of  local  improvements  and  all  things  of 
nature  enter  into  the  solution  of  the  housing  problem,  but  almost 
every  one  of  those  matters  can  be  solved  locally,  provided  financial 
assistance  were  offered,  but  financial  assistance  in  Philadelphia  is 
lacking  just  as  it  is  in  all  parts  of  the  country  wh^  it  comes  to 
building  homes,  commercial  properties,  or  factories. 

For  many  years  past  we  have  been  able  to  get  money  through  cer- 
tein  sources.  The  principal  souro^  for  borrowing  money  on  real 
estate  mortgages  were  trust  companies,  life  insurance  companies,  fire 
ikisurance  companies,  building  associations,  and  private  investors. 
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All  of  these  seemed  to  look  upon  mortgages  with  a  favorable  eye. 
Mortgages  in  Philadelphia,  that  great  city  of  homes,  were  very 
popular,  for  in  Philadelphia  we  have  384,000  individual  homes.  Now, 
that  is  a  greater  number  than  exists  in  any  other  city  in  this  country, 
or  anv  otiber  city  in  the  world.  And  most  of  those  homes  are  mort- 
gaged. Ninety-odd  per  cent  of  the  homes  in  Philadelphia  are 
mortgaged,  and  the  funds  for  the  mortgages  were  procured  through 
the  sources  I  have  just  named,  but  during  tht;  past  few  years  there 
has  been  an  evolution  going  on  in  the  minds  of  the  mortgage  in- 
vestors and  there  has  developed  a  reluctancy  to  loan  money  on 
mortgages.  I  attribute  this  evolution  largely  to  the  Federal  income 
tax,  which  has  lessened  the  net  return  of  the  ijnvestor  who  has  there- 
fore sought  other  fields  of  investment  which  might  yield  more  than 
mortgages  would  yield.  A  habit  has  been  formed^due  to  the  income 
tax  imposition,  if  you  please,  whereby  other  forms  of  investment  are 
preferred  and  mortgages  no  longer  seem  to  be  desired.  Until  several 
months  ago,  when  higher  rates  oi  interest  were  offered  on  other  forms 
of  security,  we  had  some  slight  opportujnity  of  getting  money  through 
the  channels  named,  but  when  higher  rates  of  interest  were  offered 
for  other  forms  of  security,  many  of  which  were  partly  tax  free,  and 
liberty  bonds  still  remain  tax  free,  the  investor  desdred  notiiing  but 
those  things  that  would  3deld  him  the  greatest  net  return.  So  the 
investors  of  our  dty  have  absolutely  rerased  within  the  past  several 
months  to  loan  money  on  mortgages,  and  we  see  no  signs  of  their  com- 
ing back  into  the  field  again  as  the  logical  investors  in  mortgages. 

That  is  the  condition  that  we  meet  to-day.  That  is  the  condition 
that  ]ire vails  throughout  the  entire  country.  Everv  means  of  solv- 
ing the  housing  problem  has  been  delved  into  carefully  by  the  real 
estate  ihen,  but  this  is  not  alone  a  real  estate  man's  problem;  it  is  a 
problem  that  reaches  out  and  touches  the  heart  of  every  business  man 
m  the  country,  of  every  citizen  in  the  country,  because  it  is  probably 
dearer  than  anything  else  that  we  have  as  a  possession.  It  has  fallen 
to  the  lot  of  the  real  estate  men,  however,  to  solve  it,  and  if  it  can 
be  solved  through  any  suggestions  or  constructive  thoughts  we  might 
advance,  we  are  going  to  do  it. 

In  speaking  to  you  gentlemen  we  come  to  practically  the  last  place 
of  resort  Everything,  apparently,  up  to  this  time,  has  been  done 
to  obtain  some  light,  to  find  some  way  of  offering  a  scdution.  It  has 
not  been  found  elsewhere  and  therefore  we  appeal  to  the  United 
States  Government  to  help  us  solve  this  great  big  problem.  Phila- 
delphia is  very  anxious  to  solve  it.  We  would  like  to  present  some- 
thing concrete,  something  which  might  go  forth  to  the  people  of  the 
Nation  as  a  real  solution  of  the  problem,  because  Philadelphia  has 
been  first  in  over  a  hundred  things,  and  through  the  great  minds  of 
her  people  she  has  developed  many  new  and  beneficial  ideas  for  hu- 
manity. 

The  real  estate  fraternity  believes  that  this  is  the  place  from 
which  this  whole  problem  can  be  solved.  We  are  not  appealing  to 
you  vainly  or  without  justice,  for  we  only  have  to  look  over  across 
the  sea  to  France  and  England  and  we  find  those  governments  have 
listened  to  the  cry  of  the  people,  have  come  to  the  rescue  and  have 
offered  their  support  freely  in  the  interest  of  the  whole  people. 

Mr.  Oij>Fi£iiD.  In  the  way  of  home  building  ? 
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Mr.  W  iLsoN.  In  the  way  of  advancing  money;  in  the  way  of  home 
building.  This  problem  is  spread  out  oU  over  the  world.  It  is  not 
local. 

Mr.  Oldfield.  Can  you  get  a  copy  of  their  laws  on  this  question?  - 
Mr.  WiLsox.  There  is  data  published.  There  have  been  a  number 
of  articles  that  have  appeared,  and  I  think  it  would  be  well  if  the 
conunittee  had  comes  of  them  in  its  possei^ion. 

Mr.  Om>field.  We  can't  always  depend  on  what  is  published  in  the 
papers.  It  would  be  so  much  better  if  we  had  a  copy  of  the  laws. 
Now,  I  have  been  trying  for  some  days — some  weeks,  in  fact — to  get 
a  copy  of  the  sales  tax  law  of  France,  and  also  of  England  and  Can- 
ada, and  the  Treasury  Department  cotildn't  even  furnish  it;  but  if 
we  are  going  to  consider  somethin^r  like  that  we  ought  to  have  those 
laws. 

Mr.  Wilson*  I  would  suppose  that  copies  of  those  laws  are  ob-^ 
taimtble. 

Mr.  Oldfteld,  Mr,  Chairman,  will  you  try  to  get  them? 
Mr.  Watson.  Yes. 

Mr.  Wilson.  They  will  be  very  interesting,  no  doubt.  I  should 
like  to  see  them  myself. 

Now,  I  would  like  to  go  just  a  little  farther.  If  England  and 
France  recognize  the  importance  of  this  subject,  and  if  the  United 
States  Government  should  recognize  the  importance  of  it  and  its 
far-reaching  effect  upon  her  people,  then  I  believe  that  we  can  solve 
the  problem  with  the  Grovernment's  cooperation. 

The  bankers,  generally  recognized  as  financial  institutions,  have 
had  one  thought  in  their  minds,  which  has  been  to  earn  the  greatest 
interest  that  it  is  possible  to  earn  for  their  stockholders.  They  have 
apparently  failed  to  recognize  the  interest  they  owe  to  the  commu* 
nity  in  which  they  do  business — and  I  speak  of  the  majority  of 
eases — there  are  some  exceptions,  however — and  instead  or  loietning 
the  money  out  freely  to  the  depositors  from  whom  they  get  the 
money,  they  say,  "  No ;  we  loan  our  money  in  some  of  these  other 
forms  of  security  that  pay  us  much  more."  That  is,  the  bankers  pay 
the  stockholders  much  more,  but  they  do  not  loan  back  to  the  people 
the  money  they  get  from  the  people,  who  are  represented  by  their 
depositors.  Philadelphia  is  particularly  unfortunate  in  that  respect, 
because  in  our  study  of  the  subject  we  find  that  the  savings  fund 
companies,  which  have  thousands  and  thousands  of  depositors,  loan 
very  little  on  mortgages.  For  instance,  one  large  savings  fund  com- 
pany in  Philadelphia  has  40  times  as  much  invested  in  stocks  and 
bonds  as  it  has  in  real  estate  mortgages.  Another  savings  fund  com- 
pany which  gets  its  money  from  the  small  depositors,  Avho  are  nat- 
ural home  owners — or  at  least  we  want  them  to  be  if  they  are  not — 
has  20  times  as  much  invested  in  stocks  and  bonds  as  it  has  in 
mortgages, 

Mr.  Watson,  Because  they  wanted  securities  upon  which  money 
could  be  raised  ouickly? 

Mr.  Wilson,  The  matter  of  having  liquid  assets  in  times  of  j^ress 
to  be  prepared  for  a  run  on  a  bank  is  probably  a  very  desirable  thing, 
but  the  question  always  arises  in  one's  mind :  How  much  liquid  assets 
should  a  bank  really  have  in  its  possession?  As  an  illustration  take 
the  savings-fund  companies  of  New  York.   In  1918  54  per  cent  of 
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th^  resources  were  invested  in  mortgages ;  in  1919  47^  per  cent,  a 
difference  of  7  per  cent,  due  to  the  inve^ment  they  made  in  Liberty 
bonds.  My  authority  for  that  statement  is  Mr.  George  W.  Xoriis, 
governor  of  the  Philadelphia  district  of  the  Federal  reserve  bank. 
In  Philadelphia  the  same  character  of  business  concerns,  that  is,  sav- 
ings bank  or  savings-fund  companies — whatever  you  want  to  call 
them — ^have  less  than  6  per  cent  of  their  resources  invested  in  mort- 
gages. There  is  no  law  which  controls  the  amount  of  rc^urces  that 
3iould  be  invested  in  mortgages.  There  \b  no  way  of  tdlin^,  that  I 
know  of,  how  much  of  the  resources  should  be  invested  in  liquid  se- 
curities and  how  much  should  be  invested  in  mortgages,  but  there 
should  be  some  way  of  determining  that.  There  should  be  some  regu- 
lation, in  my  judgment,  that  would  coinpel  those  companies  to  loan 
a  certain  amount  on  mortgages.  These  companies  I  regard  as  public 
utilities  companies,  although  they  are  not  so  regarded  by  the  stock- 
hcMers  or  the  community  generally,  but  I  believe  they  are  public 
utility  companies,  because  they  render  a  service  to  the  community. 
There  is  no  way  by  which  they  can  be  compelled  to  lend  a  certain 
amount  of  their  money  on  mortgages,  therefore  they  loan  their  money 
where  they  can  get  the  greatest  return,  and  they  can  get  the  greatest 
return  on  things  like  Liberty  bonds  and  7  and  8  per  cent  securities. 
They  can  not  obtain  that  on  mortgages  because  of  the  income  tax 
which  is  imposed  upon  mortgages. 

Now  I  believe,  gentlemen,  if  you  will  exempt  mortgages  from  the 
Federal  tax  that  will  be  the  greatest  thing  the  United  States  Gov- 
ernment can  do  to  relieve  the  housing  situation.  I  believe  it  will  be 
the  solution  of  the  housing  problem  and  the  only  solution.  There- 
fore I  urge  you  as  the  representative  of  the  Philadelphia  Real  Estate 
Board  to  do  all  you  can  to  expedite  the  proposed  legislation. 

I  do  not  favor  any  particular  one  of  these  bills,  because  I  do  not 
see  why  the  amount  should  be  limited  to  $40,000  or  $50,000.  I  think 
all  mortgage  on  real  estate,  a  public  utility,  should  be  exempt  from 
taxation  at  the  present  time. 

Mr.  Watson.  What  plan  would  you  suggest  to  raise  revenue  to 
offset  the  exemption? 

Mr.  Wtlson.  I  have  no  solution,  but  I  think  the  Government  has 
more  to  consider  at  this  time  than  the  matter  of  the  revenue  in- 
volved. Eeal  estate  now  bears  more  than  its  just  share  of  taxation. 
We  all  know  that  tiie  real  estate  wealth  of  the  Nation  amounts  to 
about  50  per  cent  of  the  total  wealth  of  the  Nation,  and  we  know  that 
real  estate  bears  85  per  cent  of  the  burden  of  taxation.  That  is  not 
including  the  Federal  income  tax.  There  should  be  some  relief 
alforded,  because  the  stability  of  the  country  is  built  up  with  the 
real  estate,  and  if  you  cease  development  of  the  real  estate  you  cease 
the  real  development  of  the  Nation. 

Mr.  Watson.  There  is  business  depression  all  over  the  country, 
as  will  be  acknowledged.  It  was  an  old  rule,  in  a  period  of  depres- 
sion, people  i)urchascS  real  estate.  Do  you  think  if  conditions  adjust 
themselves  within  a  few  months  the  money  will  be  invested  in  mort- 
gages ? 

Mr.  Wilson.  T  see  absolutely  no  relief  in  sight  at  the  present 
time.  Relief  could  be  obtained  if  a  method  could  be  provided,  and 
the  only  method  offered  is  through  the  Governinent  of  the  United 
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States.  Such  relief  would  not  be  local,  but  would  reach  to  the 
four  comers  of  our  country,  whether  it  be  given  tiirough  the  Fed- 
eral reserve  bank  or  by  the  plan  before  you.  I  am  interested  in 
nothing  but  the  plan  that  is  offered  for  your  consideration  now, 

which  is  to  exempt  real  estate  mortgages  from  taxation. 

Mr.  Oldfield.  How  well  distributed  are  the  bonds  which  you 
speak  of  here — mortgages  in  the  city  of  Philadelphia  generally?  Are 
they  owned  by  big  people  or  little  people,  or  both? 

Mr.  Wilson.  You  are  speaking  of  mortgages,  X  take  it  % 

Mr.  Oldpieu)-  Yes. 

Mr,  Wilson.  Millions  of  dollars — hundreds  of  millions  of  dollars- 
have  berai  invested  in  mortgages  in  Philadelphia  on  all  classes  of 
real  estate.  They  are  held  by  the  various  ini^tutions  or  claasifiea* 

tions  of  institutions  I  have  named,  such  as  trust  companies,  life  in- 
surance companies,  fire  insurance  companies,  building  associations, 
and  individuals,  large  and  small. 

Mr.  Oldfield.  Do  you  have  it  arranged  so  that  a  man  can  go  to 
you,  to  one  of  these  companies  and  buy  a  $1,000  b<md,  mortgage 
bond? 

Mr^  Wilson.  Yes;  they  will  assign  their  bonds  or  the  mortgages 
by  sale,  and  the  way  it  is  done  is  tiiis:  If  a  man  wants  to  bmld  a 
house  he  goes  to  one  of  these  companies  or  associations — whidiever 
it  may  be — and  asks  for  a  loan  of  so  much  money  on  the  property 
he  is  building.  They  offer  to  loan  him  a  percentage  of  the  amount 
asked,  which  gives  them  an  adequate  margin  of  security.  Up  to 
recent  times  the  recognized  basis  was  60  per  cent  of  the  value  of  the 
property,  leaving  ^  per  cent  margin  for  security.  The  amount 
allowed  was  based  on  the  proper  appraised  value  of  t&e  property, 
and  the  mortgage  was  l^en  secured  upon  the  real  estate  accompanied 
by  a  bond.  To-day  the  borrower  can  not  obtain  money  on  a  mort- 
gage because  there  is  no  place  he  can  go  to  get  it.  Hundreds  of 
millions  of  dollars  that  are  secured  on  Philadelphia  real  estate  are 
now  in  jeopardy  because  of  the  great  danger  of  the  holders  of  the 
present  mortgages  calling  their  loans  to  reinvest  them  in  other  forms 
of  security.  Heretofore  we  have  had  millions  of  dollars  of  trust 
funds  available  for  mortgage  purposes,  through  stipulation  in  wills 
and  through  the  provisicm  that  <£ey  be  invoeied  in  legal  securities,  i 
The  trust  estates,  where  they  have  tne  right  to  do  it,  are  now  callmg 
in  their  funds  and  practically  threatening  the  property  owner  with 
foreclosure  proceedings  and  the  loss  of  his  holdings  if  the  principal 
is  not  paid  m  accordance  with  the  demand.  If  high  interest  rates 
on  other  forms  of  security  continue,  and  if  the  income  tax  prevails 
much  longer,  I  anticipate  that  hundreds  of  property  owners  in 
Philaddiphia  will  be  subjected  to  the  pressure  of  the  mort^gee, 
who  demands  payment  of  his  principal  in  order  to  enable  him  to 
invest  it  in  other  and  more  profitable  securities.  That  is  an  alarm* 
ing  situation,  the  ultimate  result  of  which  can  not  be  pictured  if  it  is 
allowed  to  continue. 

Mr.  Oldfield.  I  don't  see  for  the  life  of  me  how  this  particular  bill 
would  relieve  the  situation.  I  can  see  how  it  would  benefit  you  some, 
but  I  don't  see  how  it  would  absolutely  relieve  that  situation,  be- 
^.ause,  as  I  said  a  while  ago,  there  are  so  many  gilt-edged  securities 
that  you  can.  get  7  or  7J  per  cent  return  on. 

Mr.  Wilson.  To  which  particular  bill  do  you  refer? 
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Mr.  OuDFiELD.  Take  the  McLaughlin  bill.  That  provides  "  on  an 
aggregate  principal  not  to  exceed  $40,000  of  loans  secured,"  and 
"bearing  interest  at  not  to  exceed  5  per  cent  per  annum." 

Mr.  Wilson.  I  don't  like  that  bill  at  all.  There  should  be  no  stipu-  " 
lation  as  to  the  interest.   That  should  be  stricken  out  altogether. 

Mr.  Oldfield.  And  the  other  gentleman  said  these  bonds  usually 
bear  a  rate  of  interest  of  about  6  per  cent,  I  believe. 

Mr.  Wilson.  Well,  our  legal  rate  in  the  State  of  Pennsylyania  is 
6  per  cent.  That  is  the  limit. 

Mr.  Oldfield,  And  of  course  they  would  have  to  be  put  on  the 
market  below  par  in  order  to  compete  with  these  4|  per  cent  Liberty 
bonds. 

Mr.  Wilson.  Exactly.  Now,  gentlemen,  to  prove  to  you  that  we 
are  not  alone  in  our  opinion  as  to  the  wisdom  of  giving  serious 
consideration  to  this  legislation,  the  Philadelphia  Real  Estate  Board 
cofnmnnicated  with  many  of  the  largest  trust  companies  and  life 
insurance  companies  in  Philadelphia,  asking  their  opinion  regard- 
ing the  bill.  These  ccHnpanies  were  large  investors  in  mortgages,  and 
I  have  before  me  a  number  of  letters  »om  th^  companies  which  I 
would  like  to  present  to  you  for  your  consideration.  They  are  fav' 
orable  and  they  state  most  decidedly  that  this  is  the  solution. 

Mr.  Watson.  Hoav  many  letters  have  you? 

Mr.  Wilson.  There  are  about  15  here.  They  include  the  Provid^t 
Life  &  Trust  Co.  and  quite  a  number  of  large  institutions. 

Mr.  Watson.  You  have  permission  to  place  them  in  the  record. 

Mr.  Wilson.  I  would  like  very  much  to  do  so. 

Mr.WAiiaeN.  Give  them  to  the  cl^  and  th^  will  become  a  part  of 
the  record. 

Mr.  Wilson.  All  of  these  letters  set  forth  for  your  consideration 
the  arguments  in  favor  of  the  elimination  of  this  tax. 
(The  letters  referred  to  follow :) 

Pbovidbnt  Lxte  &  Tbust  Co.  of  Philabklphia, 

PhUi^lphia,  Fa.,  September  19B0. 

Mr.  Edgar  G.  Cross, 

Chairman  Connuiffce  on  Legislation, 

Philadelphia  Real  Estate  Board,  Philadelphia,  Pa, 

My  Dear  Sir  :  Yours  of  the  13th  instant  is  received,  and  I  note  what  you  say 
as  t*»  a  hill  being  now  before  tlie  connnittee  providing  f(»r  the  exemption  from 
Federal  income  tax  of  income  upon  $40,000  of  mortgage  loans. 

Whatever  can  be  done  in  the  way  of  relieving  such  investments  from  taxation 
would  meet  our  liearty  approval,  because  as  matters  now  stand  the  situation 
is  such  that  It  is  almost  probibitiye  for  us  to  invest  in  real  estate  mortgages  for 
the  company  itself.  Our  State  law  prohibits  charging  more  than  6  per  o&at 
interest,  and  under  preset  Federal  and  State  laws  the  tax  on  a  6  per  cent 
mortgage  would  be  one-sixth  of  the  income,  making  it  a  5  per  cent  investment* 
You  can  hardly  expect  us  to  invest  in  mortpiges  at  5  per  cent  when  we  can  buy» 
say,  the  fourth  T.iberty  loan  on  a  5^  basis. 
Very  truly,  yours, 

Asa  S.  Wing,  PreBident. 


Real  Estate  Title  Insukaxce  &  Trust  Co.  oi  Philadelphia, 

Philadelphia,  Pa.,  September  13,  1920, 

Mr.  Edoab  6.  Cboss, 

Chairman  Catnmittee  on  Legialatwn^ 

PhiUidelphia  Beat  BHate  Board. 

Deae  Sib:  You  ask  my  opinion  upon  the  bill  now  pending  in  the  House  of 
Representatives  exempting  from  income  tax  mortgage  loans  up  to  $40,000.  I 
can  very  briefly  state  my  i^inion  and  the  reasons  for  it 


ft 


BBAL  ESTi^TE  M0BXGA6E  TAXES* 


85 


Nothing  l6  more  necessary  at  the  present  time  than  to  popularize  mortgage 
loans.  There  is  of  course  a  great  shortage  of  new  houses  in  all  cities,  but  the 
inability  to  borrow  on  mortgage  prevents  the  purrhjise  of  houses  already  built. 

Mortgages  have  always,  until  recently,  been  a  favorite  form  of  investment — 
there  has  been  nK»re  inortgajj*^  money  than  mortgages.  It  is  so  no  longer.  The 
reason  is  obvious.  Investors  can  get  higher  returns  with  less  ti'ouhh^  elsewhere. 
I  believe  the  passage  of  tliis  measure  would  materially  reii^ve  the  s'tiiation 
and  make  home-buying  once  more  possible,  and  this  is  uiost  desirable  from 
every  point  of  view. 

Very  truly,  yours, 

Frajncis  a.  Lewis,  President 


Central  Trust  &  Swings  Co., 
Philadelphia,  Pa.,  September  13,  1920. 

Mr,  Edgar  C.  Cross. 

Chairman  LcoisJatimi  Coinnritfee. 
Philadelphia  Real  Estate  Board, 

PJiiladelphia,  Pa. 

Dear  Mr  Cross:  Replying  to  your  letter  of  the  11th  Inst.,  it  is  our  opinion 
that  the  bill  exempting  mortgages  up  ro  $40»000  from  Federal  income  tax 
should  have  the  earnest  support  of  every  one. 

As  you  know,  we  liave  Imtlding  through  our  company  numerous  operations 
of  homes  in  the  city  of  Pliiladelpliia,  and  lat^y  it  has  hem  very  difficult  to 
investors  to  purchase  mortgages  after  completion,  which  is  due  entirely,  in  our 
opinion,  to  the  income  return,  which  is  very  much  less  than  on  many  forms  of 
GovernuK^nt,  railroad  or  industrial  investments.  There  is  only  one  way  to  cor- 
rect this  situation  and  that  is  to  make  mortgages  more  attractive. 

Hoping  that  the  Philadelphia  board  may  be  successful  in  satisfying  the  legis- 
lators of  the  importance  of  this  move,  and  appreciating  the  splendid  work  the 
bo^ird  is  doing  to  improve  the  housing  situation,  I  am, 
Very  truly,  yours, 

T.  G.  HxnraOf  President, 


Star  Savings  Bank, 
PhiladOphia,  Pa.,  October  IJj,  1920. 

Edgab  6.  Cboss, 

Stock  Exchange  BufMing, 

PhUMMphia,  Pa. 

Mt  Deam  Mb.  Gross  :  Your  recent  letter  r^rdlng  the  proposed  le^slation  to 
exempt  the  holder  of  |40,000  of  mortgage  loans  from  taxation  was  received. 

In  view  of  the  present  drastic  need  of  mortgage  money  and  the  great  demand 
which  will  exist  in  the  future  to  encourage  building,  I  fully  indorse  the  proposed 
measure,  which  is  justified  in  view  of  present  conditions. 

It  wilh  in  my  judgment,  draw  to  this  form  of  investment  much  monc^  which 
would  otherwise  seek  other  channels. 
Sincerely,  yours, 

RowiANn  CSOMET,  President. 


Germantown  Trust  Co.. 
Philadelphia,  Pa.,  September  1920. 

Mr.  Edgar  (4.  Cross, 

Chairman  Committee  on  Legislation, 

Philadelphia  Real  Estate  Board,  Phil-adelphi/iy  Pa. 

Dear  Sir:  Replying  to  yours  of  the  24th  instant,  \\ould  say  that  to  my  mind 
undoubtedly  the  agreement  proposed  would  have  a  tendency  to  make  more  money 
available  for  mortgage  loan^ 

We  oftai  hear  people  say:    Mortgages  at  most  yield  but  5.6;  why  shonld  we 
put  oar  mon^  in  mortgages,  when  tibe  rate      good  Investm^ts  for  some  time 
past  has  been  6^  to  7  per  c^t?  " 
Very  truly,  yours, 

Wk.  T.  Mubpht*  President. 
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IxTEdKiTY  Trust  CjO.. 
Ph4iadelphia,  Pa.,  October  4, 1920. 

Mr.  Edoas  a.  Gboss, 

Chairman  Comniittcc  on  Legislation. 

Phila4elphia  Real  Estate  Board,  Philadelphia,  Pa. 

Drab  Sa:  Replying  to  your  recent  conununication  concen.ing  the  •^^empti;;;; 
from  Federal  income  tax  upon  $40,000  of  mortgage  loans,  I  Leg  to  adMse  >ou 
Sat  the^eatest  obieetUm  we  have  lonnd  to  the  sale  of  n.ortgages  to  our  clients, 
bSni  o^amjun  of  the  rate  of  Interest  on  this  type  of  investment,  as  com- 
S?ed  o  tnat  obtainable  on  other  securities.  In  so  far  as  the  ^et  return  wouW 
be  increased  bv  the  exemption  from  the  Federal  income  t^,  the  passage  of 
the  m-orK-.',(Hl  act  might  aid  the  placing  of  mortgages,  but  I  think  that  the  tax 
the  aven.S  mortgage  investor  fe^ls  most,  and  that  to  which  he  objects  the  more, 
is  the  Pennsylvania  State  tax  of  4  mills.  .  4.u^ 

I  feel  certain  that  if  a  biU  exempting  mortgages  to  a  Inuited  amount  f roui  the 
State  tax  could  be  put  through  our  legislature,  the  effect  would  be  tar  more 
^SlS  tS  ttebSit  which  would  accrue  from  the  passage  of  the  present 
bill  In  Congress. 

Yours,  very  truly.  ^^^^^  President. 


BXCBLSIOB  Tb-ttst  Co., 
PMadelpMa,  Pa.,  September  27,  1920. 

Phdcadelphia  Real  Estate  Boabd, 

Philadelphia,  Pa. 

Attention :  Edgar  G.  Cross.  Esq.,  Chairman  Committee  on  Legislation 
^Sffi  to^ly  to  your  circular  letter  of  the  24th  instant,  would  state 
that  in  our  judgment  the  suggestions  set  forth  are  extremely  commendable. 
SSieral  financial  conditions  seem  to  have  reached  such  a  stage  as  to  render 
mortgage  investments  undesirable,  a  form  of  investmimt  which  should  have 
nrec^lence  above  all  others,  inasmuch  as  all  enterprises  are  fundamentally 
based  upon  the  home,  and  particularly  the  American  home.  Therefore  we 
conclude  that  in  order  to  foster  all  institutions  some  mettiod  must  be  devIMd 
whereby  the  home  buyer  and  the  mortgage  investor  shall  be  mutiiaUy  en- 

We^beiieve  your  suggestions  to  be  good,  and  if  eiUMSted  wUl  go  a  long  way 
toward  renwdying  the  situation. 

Very  truly,  yours.  ^  President. 


NOKTHKBIT  CBHTBAI.  TeUST  Co.,  OF  PHILADELPHIA, 

Philadelphia,  Pa.,  October  5,  1920. 

Bdgab  G.  Cross,  Esq., 

Ghairmaok  ot  Committee  on  Legislation, 

1126  Walnut  Street,  Philadelphia,  Pa. 

Dear  Mr.  Cboss  :  Replying  to  your  favor  of  October  1,  1920.  I  wish  to  ^te 
that  I  hardlv  feel  qualified  to  give  you  an  opinion  of  any  value  r«»Ove  TO 
the  House  bill  providing  for  the  exemption  of  Federal  Income  tax  of  income 
upon  $40,000  of  mortgage  investments.  „io««a  firof 

It  seems  self-evident,  however,  that  the  passage  of  such  a  law  places  first 
mortgages  in  a  dass  with  Government  bonds  already  provided  for  to  the 
extent  of  $40,000  so  fM  as  Income  is  concerned,  and  there  should  be  an  imme- 
diate demSd  iSor  first  morfeages  from  estates,  individuals,  and  corporations 

"^^^r^ulfThurSded  the  real  estate  market  would  be  very  marked,  and 
I  have  an  idea  it  would  go  a  long  ways  toward  promotmg  the  construction 
of  new  dwellings. 

Yours,  very  truly,  Pre«We»*. 
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Park w  vy  Trust  Co 
PhUadelpfHa,  Fa.,  Otocber  19, 1920. 

Philadelphia  B£Al  Estate  Board, 

Philadelphia^  Pa. 

Gentlemen  :  Your  letter  of  October  1  has  been  received  and  read  to  our  board 
of  directors.  The  board  of  directors  are  unanimous  in  stating  that  the  law 
you  suggest,  we  believe  will  induce  individuals  to  invest  in  mortgages  and  there- 
by relieve  housing  situation.  We  are  in  accord  with  your  suggestion  and  would 
like  to  have  such  a  law  passed. 
BfiqpiectfiiUy, 


Fidelity  Trust  Co., 
PhdoMphia,  September  17,  1920. 

Mr,  Edgar  G.  Cross, 

CJiairman  Committee  on  Legislation, 
Philadelphia  Real  Estate  Board, 

Philadelphia. 

My  Dear  Mr.  Cross:  In  reply  to  your  letter  of  the  13th  instant,  about  the 
proposed  bill,  in  the  House  of  Repres^itatives,. providing  for  the  exemption  from 
the  Federal  income  tax  upon  $^,000  of  mortage  loans,  I  write  to  say  that, 
wfaUe  I  do  not  think  lhat  measures  providing  arbitrary  limits  of  taxation  are 
economically  correct,  yet  under  the  present  circumstances,  I  think  it  is  right 
fhat  the  Government  should,  as  a  temporary  measure,  encourage  the  loaning  <tf 
mmey  for  building  purposes,  either  in  this  or  some  other  way. 
Yours  very  truly» 

Wm.  p.  Gest,  President. 


BcmcBTS,  Montgomery  &  McKeehan, 

PhUa^lphia,  September  IS,  1920. 

Edgar  G.  Cross,  Esq., 

CJiairman  Committee  on  Legislation, 

Philadelphia  Real  Estate  Board,  Philadelphia. 

Dear  ^VIr.  Cross:  I  think  that  everyone  wlio  is  acquniiited  with  the  mortgage 
situation  in  this  vicinity  feels  that  any  action  that  can  be  taken  which  will 
stimulate  the  loan  of  money  on  mortgages  will  greatly  assist  in  the  rehabili- 
tation of  the  building  business  and  help  to  redress  the  tremendous  deficiency  of 
homes  and  Imsiness  buildings  which  now  esists. 

If  the  proposed  legislation  exempting  from  Federal  income  tax  $40,000  of 
mortgage  loaim  should  become  law  I  think  it  would  have  a  tremendous  and 
beneflcUil  effect  in  this  regard.  It  would  make  it  possible  not  only  for  builders 
and  home  owners  to  borrow  at  a  reasonable  rate,  but  it  would  turn  into  the 
mortgage  channel  capital  which  is  now  going  elsewhere.  This  is,  in  my  judg^ 
ment,  of  extreme  importance,  and  unless  some  such  method  of  stimulating  the 
making  of  mortgage  loans  should  be  adopted  I  do  not  see  how  the  situation 
can  be  helped. 

Yours,  sincerely, 

Owssnr  J.  Bobebts. 


Mason  &  Edmonds. 
PhUadelphia,  September  13, 1920. 

Mr.  Edgar  G.  Cross,  ^ 
Philadelphia  Real  Estate  Board, 

Philadelphia. 

My  Deab  Mr.  Cross  :  I  beg  to  acknowledge  receipt  of  your  letter  of  S^teml>er 

10,  and  in  reply  to  advise  you  as  follows : 

I  am  in  favor  of  such  a  revision  of  the  Federal  income  tax  law  as  will  exempt 
from  taxation  the  income  from  a  minimum  amount  of  mortgages  upon  realty. 
I  think  well  of  your  suggestion  of  an  exemption  upon  $40,000  worth  of  mort- 
gages, but  would  need  the  aid  of  statistical  information  before  committing 
myself  to  this  figure  as  a  limit. 
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I  am  in  fevor  of  this  exemption  for  the  foUowin^r  reasons : 

First.  I  understand  that  the  ??hortage  of  dwelling  houses  is  nation-wide  in 
Its  extent.  Something  must  he  done,  therefore,  to  make  the  building  of  liomes 
attractive.  This  can  not  be  done  without  adding  to  tlie  attractiveness  of  tlie 
mortrage  as  a  method  of  investment.  .   „       ^  x  a 

Second.  In  manv  of  the  States  the  interest  upwi  a  mortgage  Is  limited  to  6 
per  cent  At  the  present  time  the  French  Govermn^t  is  offering  an  attractive 
serie-^  of  bonds  at  8  per  cent.  The  prudent  investor,  therefore,  Is  discourage* 
from  investing  in  mortgages  and  this  is  making  it  increasingly  difficult  for  those 
wlio  desire  to  own  th^r  own  home  to  finance  the  purchase.  It  will  probably  be 
vwy  ^fficnlt,  if  not  impossible,  to  secure  action  by  the  various  States  increasmg 
the  rate  of  interest  on  mortgages.  It  avouM  be  better  to  meet:  the  situation  by 
making  mortga^ro  investments  attractive  through  exempting  a  iX)rtion  of  the 
income  from  the  Federal  income  tax. 

I  believe  that  such  regulation  as  you  propose  will  make  more  money  available 
for  mortgage  investments,  and  thence  increase  the  number  of  building  operations 
and  the  possibilities  of  home  ownership- 

With  sincere  regards, 

Tours,  faithfully,  ^  _ 

Fbankun  S.  Edmonhs 


^  HkPBITBN,  DeCHBBT  &  NOBBXSt 

PhUadelphia,  Pa^  September  IS,  19X0. 

Mr.  Edgar  G.  Cross, 

Philadelphia  Real  Estate  Board,  Phfladelphia. 

My  Dear  Mr.  Cross  :  I  have  just  received  your  letter  of  the  10th  relative  to 
the  proposed  congressional  bill,  exempting  from  Federal  income  tax  the  income 
upon  mortgage  loans  to  the  amomit  of  $^,00O  (prlnciiml).  At  first  blush  it 
might  seem  that  this  proposed  l^slation  was  an  unfair  discrimination  in  favor 
of  Q»e  class  of  investmwits  as  against  others,  and  this  is  the  way  it  first  ap- 
pmrad  to  me.  Upon  consideration,  however*  I  am  convinced  that  my  origmal 

Impression  was  wrong.  ,  ^r,    ^   4.  ^ 

In  the  first  place,  taking  the  maximum  legal  rate  permissible,  the  first  mort- 
gage is  at  a  disadvantage  in  comparison  with  other  classes  of  securities.  It 
may  not  bear  a  rate  in  excess  of  the  legal  rate  and  can  not  be  placed  at  le^ 
than  par  without  subjecting  the  lender  to  the  usury  law.  Thivtoken  in  connec- 
tion ^^•ith  the  difficulties  in  which  the  owners  of  real  property  In  large  cwn- 
munities  are  confronted  under  preseat  conditions,  has  made  the  first  mortgage, 
at  least  in  the  principal  commimities,  almoM  an  undesirable,  certainly  not  a 

popular,  form  of  investment.  .       ^  xi,  v. 

And  secondly,  and  by  fiir  the  more  important  consideration  is  that,  through 
the  difficulty  now  experienced  in  the  placing  of  first-mortgage  loans,  the  housmg 
and  rental  situation,  at  least  in  the  larger  communities,  is  being  made  daily  niore 
acute  The  necessary  building  which  the  needs  of  the  communities  demand  is 
not  going  on  and  can  not  go  on  unless  mortgage  moneys  are  provided.  They 
are  more  than  difficult  to  secure  at  the  present  time,  and  I  doubt  if  anywie 
Ivnows  better  than  yourself  the  depressing  efiEect  this  has  upon  the  whole  situa- 
tion. A  measure  such  as  proposed  would  tend  to  ma]te  mortgages  a  more  de- 
sirable class  of  Investment,  and  I  personally  feel  that  it  would  be  a  groat  step 
in  the  right  dlrecttcm  to  reUeve  the  g^iefal  irituatlim. 

Tours,  very  truly,  0.  J.  Hkpbubn. 


Jacob  S.  Disston, 
phUadelpMa,  October  IS,  1920. 

Edgae  G.  Cross,  Chaiiwwn, 

Philadelphia,  Pa. 

DiCAR  Sir:  I  am  in  receipt  of  your  letter  of  the  7th  tostant.  and  beg  to  say 
that  I  am  In  favor  of  any  just  legislation  that  will  aid  and  assist  in  the  building 

of  homes  in  our  city.  x,,  4.-      ^-p  T?^/i^vni 

There  should  not  be  any  objection  to  a  reasonable  exemption  of  Federal 
Income  taxes  for  a  certain  prescribed  time.  Undoubtedly,  when  the  investor  in 
mortgages  can  be  assured  of  a  return  equal  to  the  present  high  rates  on  good 
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notes  and  bonds  of  railroads  and  industrials  the  more  likely  he  is  to  put  a 
greater  portion  of  his  funds  in  good  real  estate  morti^iges. 
I  am. 

Very  truly,  yourSi 

Jacob  S,  Disston. 

Mr.  OiiDFiBiD.  I  don't  brieve  you  have  told  what  proportion  of 

these  mortgages  are  held  by  the  small  investors.  I  was  wondering 
if  they  are  pretty  widely  held.  Noav,  take  Liberty  bonds,  for  ex- 
ample. Secretary  McAdoo  stated  here  once,  I  believe,  that  20,000,000 
people  had  bought  Liberty  bonds.  I  was  wondering  if  the  little 
fellows  that  have  $1,000  or  $2,000  to  invest  have  been  in  the  habit 
heretofore  of  investing  in  this  particular  kind  of  security  or 
whether  the  big  companies,  like  the  trust  companies  yon  s;peak  of, 
have  been  handling  them. 

Mr.  WiLsox.  The  percentage  would  be  small,  but  ihere  were  such 
investors  in  these  mortgages  in  Philadelphia  when  mortgages  were 
more  popular.  The  enormous  volume  of  financial  aid  comes  from 
the  large  corporations. 

I  thank  you,  gentlemen. 

Mr.  Watson*  At  this  time  I  will  read  into  the  record  a  telegram 
from  the  govemcn*  of  P«msylvania: 

Your  letter  at  hnnd.  I  have  no  one  whom  I  ran  very  well  send  to  Wash- 
ington to-niorrow  to  attend  the  hearing.  Am  obliged  to  be  in  New  York  at 
the  Pennsylvania  Society  dinner,  so  wiU  be  unable  to  go  to  Washington  par- 
sonally.  I  tbink  that  some  discxImiDations  in  favor  of  mortgages  on  invest- 
mmts  in  farm  and  borne  property  would  be  very  usefaL  Thanks  for  advlsbi^ 
me. 

At  the  same  time  I  would  like  to  introduce  a  resoluticm  passed  by 
the  National  Association  of  Real  Estate  Boards. 
(The  resolution  referred  to  follows:) 

Whereas,  as  already  declared  by  the  National  Association  of  Real  Estate 
Boards,  r^resentlng  219  boards  from  every  State  in  the  Union,  asseniblecl  at 
Kansas  City,  Mo.,  June  1,  1020,  a  national  emergency  exists  in  the  housing 
conditions  in  all  centers  of  population  largely  agjrravatecl  by  tlie  drainage 
of  mortgage  money  from  tiie  market,  clue  to  Federal  income  tax  on  real  estate 
mortgages'  and  the  investment  now  of  fur.ds  formerly  available  for  real 
estate  nioi-fgages  in  tax-free  municipal,  State,  and  Federal  Government  se- 
curities :  Therefore  be  it 

Resolved,  That  the  committee  on  national  legislation  of  the  National  As- 
sociation of  Real  Estate  Boards  n^e  the  immediate  passage  by  Congress  of  an 
amendment  to  the  Federal  tax  laws  ex^pting  the  income  from  mortgages, 
seeiured  by  real  estate  (except  the  r^l  estate  of  pnblic  ntllity  corporations) 
from  the  Federal  income  tax,  for  a  period  of  five  years  from  DecaBber  31,  1021 : 
And  be  it  further 

Resolved,  That  it  is  the  opinion  of  the  committee  on  national  legislati<m  of  the 
National  Association  of  Real  Estate  Boards  that  such  action  will  do  more  to 
alleviate  the  housing  shortage  than  any  other  action  that  can  be  tnken. 

Thomas  Shaixcboss,  Jr.  . 
H.  H.  Garfield, 
M.  A,  Devine, 
Bbuce  Bowe, 

Wk.  B.  Fkbcktson, 

A..  J»  Kelly,  Jr.,  Chairman, 

LeigiBlaUon  Conmittee. 

Mr.  Watson.  I  see  Mr.  Hutchinson  is  here.  He  has  presented  a 
bill  which  we  have  made  a  part  of  the  hearings.  Would  you  like 
to  be  heard  in  ccmnection  with  it,  Mr.  jEiutchinson  ? 
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STATEMENT  OF  HON.  £.  G.  HUTCHINSON,  A  REPRESENTATIVE  IN 
CONGBESS  FBOM  THE  STATE  OF  NEW  JERSEY. 

Mr.  HuTCHiiraoN.  Mr.  Chairman  and  members  of  the  committee, 
I  clo  not  know  that  I  can  add  very  much  more  to  what  has  ah"eady 
been  said  during  the  hearing.  I  do,  however,  want  to  say  that  these 
bills  will  remedy  another  condition. 

In  the  district  that  I  represent  most  of  our  mortgages  are  loaned 
by  snail  people.  We  have  no  trust  companies  there,  although  we 
do  some  loaning— no  large  ones.  But  the  condition  there  with  us 
is  like  this:  A  great  many  of  our  mortgages  have  been  loaned  at 
5  per  cent.  Those  mortgages  are  all  being  called  in  now,  and  there 
is  a  great  deal  of  distress  because  they  can  not  get  any  mortgage 
money,  on  account  of  the  income  tax.  Mortgages  up  to  the  amount 
stated  in  my  bill,  $50,000,  only  net  the  loaner  4.12  per  cent.  The 
consequence  is  that  they  are  loaning  their  money  in  other  ways,  and 
we  have  got  to  do  something. 

I  think  the  Government  ought  to  do  something  to  encourage  mort- 
gage  money,  so  that  people  can  build  homes,  and  also  not  to  be  dis- 
turbed by  people  calling  in  their  loans,  which  they  are  doing  in  our 
section  very  rapidly.  This  has  resulted  in  homes  not  being  built, 
three  or  four  families  living  in  a  home,  and  it  is  not  a  good  thing  to 
do,  and  we  ought  to  have  some  encouragement  whereby  mortgage 
money  will  not  be  called  in,  so  that  we  can  get  money  for  this  pur- 
pose and  so  that  the  man  who  is  loaning  money  can  get  a  fair  mterest 
on  his  money. 

I  do  not  know  that  I  have  anything  more.  I  want  to  say  that  I  have 
a  telegram  here  from  our  chamber  of  commerce,  indorsing  the  bill. 
Mr.  Watson^.  That  may  be  put  into  the  record  if  you  so  desire. 
(The  telegram  referred  to  follows :) 

Tberton,  N.  J.,  December  10, 19i0. 

Hon.  B.  C.  HxjTCHBsrsoN, 

WasMnffton,  D,  C:  . 

Your  biU  to  relieve  bousing  conditions  was  indorsed  by  Trenton  Chamber  of 
Cmauf^^  directors  last  nigbt  WiU  not  be  f^es@ated  at  hearing. 

Habbx  D.  CkMsrovm 

Mr.  Hutchinson.  That  is  all  I  have. 

Mr.  Watson.  We  will  now  hear  Mr.  John  C.  Williams,  of  Phila- 
delphia. 

STATEMENT  OF  MB.  JOHN  0.  WILLIAMS,  VICE  PRESIDENT  OF 
THE  PHILADELPHIA  SEAL  ESTATE  BOASD,  PHIIADELPHIA, 

PA. 

Mr.  Williams.  Mr.  Chairman  and  gentlemen  of  the  committee, 
I  am  the  first  vice  president  of  the  Philadelphia  Real  Estate  Board 
and  came  here  with  Mr.  Wilson  representing  that  organization.  Mr. 
Wilson  has  outlined  our  portion  very  clearly  and  I  do  not  know 
what  I  might  add,  except*  that  I  would  like  to  answer,  if  possible, 
the  question  asked  by  Mr.  Oilfield  with  reference  to  the  number  of 
small  holders  of  mortgages.  While  T  can  not  give  you  figures,  I 
know  from  my  own  experience — that  is  the  principal  part  of  my 
business,  dealmg  in  mortgages  in  Philadelphia — that  mortgages 
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were  always  attractive  in  small  amounts  to  small  investors  untd 
the  Liberty  bonds  comm^ced  to  sell  at  such  figures  that  they  yielded 
good  returns.  I  know  of  many  instances  where  persons  with  $1,000 
to  invest  would  say :"  I  am  gomg  to  buy  a  Liberty  bond.  It  is  free 
from  taxation."  And  I  could  not  make  a  convmcmg  argument 
against  that  proposition.  It  isn't  a  question  of  the  rate  of  mterest 
to-day.  In  my  opinion,  if  the  legal  rate  of  mterest  were  mcreased 
it  would  only  add  to  rather  than  solve  the  difficulty,  because  the 
commercial  interests  would  bid  higher  for  the  money.  That  is  not 
what  we  want.  What  we  do  want  is  relief  from  the  burden  of  this 
taxation,  which  will  ultimately  come  back  to  the  small  fellow,  and 
make  it  more  attractive  for  him  to  invest  in  what,  in  my  judgment, 
is  the  very  bone  and  sinew  of  the  country,  and  that  is  mortgages 
on  homes.  If  we  can  not  encourage  home  owneirship,  what  is  gomg 
to  happen  to  the  citizenship  of  the  country? 

Mr  Oldfield.  That  ought  to  be  done,  undoubtedly. 

Mr.  Williams.  That  is  what  should  be  done.  If  this  Nation  is  to 
exist  it  must  exist  through  that  citizenship  represented  by  the  home 
oW^rs  of  the  Nation.  Make  a  man  the  owner  of  his  home,  and  im- 
mediately he  becomes  a  better  citizen.  The  f orei^er,  for  mstance, 
who  comes  here  and  buys  a  home  becomes  a  citizen  in  the  broad 
sense,  and  that  cures  any  bolshevik  ideas  he  might  have,  because 
owning  property  in  this  country,  he  is  going  to  protect  it. 

There  was  a  time  when  mortgages  were  attractive,  but  they  have 
ceased  to  be  attractive  to  a  large  extent,  due  to  just  this  very  tax. 
Take  off  the  tax,  help  us  to  sell  our  mortgages,  and  we  will  build 

homes.  ^ 

Mr.  Oldfield.  In  other  words,  ii  they  were  tax  exempt  and  you 
had  6  per  cent  in  the  mortgage  you  wouldn't  have  any  trouble? 

Mr.  Williams.  No,  indeed :  we  would  not. 

Mr.  Oldfield.  While  there  are  other  investments  that  pay  more 
than  that,  yet  you  would  have  no  trouble? 

Mr.  Williams.  I  think  not,  because  the  mortgage  is  always  looked 
upon  as  a  safe  investment.  I  talked  to  a  man  not  long  ago,  a  large 
bankerjas  to  the  desirability  of  mortgages  as  investments,  and  he 
said,  "There  isn't  a  better  security  anywhere.  It  is  absolutely  safe; 
your  margin  is  ample  to  protect  you ;  your  security  is  beyond  ques- 
tion desirable,  but  it  is  just  the  yield  on  it,  and  naturally  money  goes 
where  it  gets  the  most  return." 

We  appeal  to  you  to-day  because  we  feel  that  it  is  the  duty  of  the 
Federal  Government  to  help  out  in  the  situation  which  threatens  the 
whole  country.  If  we  cwi  not  sell  mortgages  we  can  not  build  homes. 
That  is  the  whole  sum  and  substance  of  it. 

Mr.  OumssLD.  We  are  in  this  situation  in  my  part  of  the  country : 
The  thing  that  we  need  down  there  above  nearly  everything  else  is 
roads,  good  roads.  Of  course,  you  have  them  in  the  East,  but  we 
don't  have  them  in  the  West  or  South,  and  most  of  their  bonds,  all 
I  saw  of  them  when  I  was  home,  bear  a  rate  of  interest  of  6  per  cent, 
and  they  could  not  sell  them.  Of  course,  they  are  tax  exempt.  The 
dtuation  is  very  bad  now  but  we  hope  it  will  be  better. 

Mr.  WniLiAMs.  What  is  the  necessity  for  roads  if  you  do  not  have 
houses  for  people  to  live  in? 

Mr.  Oldfield.  Of  course,  people  in  the  country  have  their  own 
homes. 


I 


92 


BEiOu  ESTATE  MOBTOAGE  TAXES, 


Mr.  Williams.  Yes ;  but  I  dare  say  that  even  in  your  section  they 
have  difficulty  in  placing  their  loans  under  prevailing  conditions. 

Mr.  Oldfield.  Absolutely.  They  can't  borrow  at  all  now,  from 
the  banks  or  anybody  else.  And  they  can't  sell  their  road  securities. 

Mr.  Williams.  We  appeal  to  you  to-day,  gentlemen.  We  feel  that 
if  there  is  any  biU— if  this  bill,  H.  R.  14473,  with  the  $60,000  limit 
taken  out,  or  any  other  bill — ^which  will  exempt  from  taxation  the  in- 
come on  mortgages  this  Congress  should  act  favorably  on  it  as 
speedily  as  possible. 

There  is  nothing  more  that  I  care  to  say. 

Mr.  Hutchinson.  Mr.  Chairman,  in  connection  with  the  bill 
which  I  introduced  my  attention  has  been  called  to  the  advisability 
of  leaving  out  the  limit  of  $50,000.  I  have  no  objection  to  that,  be- 
cause the  more  money  we  can  get  for  mortgage  loans  the  better  it 
wiU  be  for  the  good  of  the  country  in  relievmg  the  present  housing 
situation.  If  a  man  has  $100,000  and  does  not  let  it  out  it  does  not 
net  him  more  than  $2.47,  and  $500,000  brings  it  down  to  $1.70.  I  hjive 
no  objection  at  all  to  leaving  it  blank  in  reference  to  the  amount. 
In  fact,  I  think  it  would  be  better  for  the  country  if  we  can  do  that. 

Mr.  Watson.  The  gentleman  we  will  now  hear,  is  Mr.  Walter 
Stabler,  if  it  is  his  pleasure. 

STATSMEBT  OF  ICR.  WALTEE  STASIEE,,  COKPTEOLLEB  MEXBO- 
70LITAH  LIFE  DTSUBAKGE  CO.,  NEW  YOB£. 

Mr.  Chairman  and  gentlemen  of  the  committee,  I  am  not  appear- 
ing here  for  the  Metropolitan  Life  Insurance  Co.,  but  for  the  Real 
Estate  Board  of  the  City  of  New  York,  of  which  I  am  a  director. 
My  occupation,  however,  is  that  of  real  estate  officer  of  the  Metro- 
politan life  Insurance  Co.,  and  I  have  charge  entirely  of  the  mort- 
gage loans  made  by  the  company  and  I  have  been  brought  in  con- 
tact, particularly  during  the  past  year  or  more,  with  every  part  of 
the  country,  from  Seattle  to  Boston  and  from  Hifiami  to  San  Diego. 
I  have  been  in  communication  with  150  cities  and  I  have  the  same  re- 
port from  every  part  of  the  country.  My  business  is  entirely  in  city 
loans,  in  which  our  company  has  a  very  large  part  of  its  assets  in- 
vested. I  have  talked  with  many  real  estate  men  and  bankers  and 
they  all  give  me  the  same  story— that  there  is  no  money  in  their  sec- 
tion for  mortgage  loans,  and  when  I  ask  the  reason  for  this  I  get 
the  invariable  answer  that  it  is  because  of  the  income  tax,  which  is 
quite  burdensome,  particularly  to  some  holders  of  mortgages. 

AVhen  a  holder  of  mortgages  has  any  considerable  amount  invested 
his  sole  desire,  under  the  present  conditions,  is  to  cash  these  mort- 
gages as  soon  as  possible  and  to  reinvest  his  money  in  nontaxable 
securities  or  securities  that  pay  a  higher  rate  of  interest.  Most  of 
these  latter  investments,  I  have  no  doubt,  are  probably  good,  but  I 
am  afraid  that  some  of  the  money,  in  fact  a  good  deal  of  it,  is  being 
placed  in  investments  that  are  not  good,  and  this  applies  particularly 
to  the  people  who  can  not  afford  to  lose  the  money.  I  think  that  is 
one  of  the  things  that  should  be  given  very  careful  consideration,  so 
as  to  safeguard  as  far  as  possible  this  change  of  investments  from 
mortgages,  which  is  one  of  the  oldest,  one  of  the  best  understood,  and 
one  of  the  safest  forms  of  investment 
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Mr.  Watson.  There  is  great  individual  wealth  in  Philadelphia. 

Do  you  know  personally  of  instances  where  men  are  selling  mort- 
gages and  buying  other  securities  ? 

Mr.  Stablek.  I  know  they  are  selling  mortgages,  Mr.  Chairman. 
One  of  the  most  notable  instances  is  that  of  Col.  Green,  son  of  Hetty 
Green,  W'ho  was  left  $lo ,000,000  of  investments  in  the  very  best  of  New 
York  City  mortgages.  He  raised  the  rates  of  interest,  as  he  was  able, 
to  5|  and  6  per  cent,  and  when  he  had  finished  i)r.ying  his  income  tax 
for  191.8  last  year,  he  had  1|  per  cent  left  of  that  income.  He  paid  the 
brokers  a  commission  to  replace  these  mortgages,  and  he  paid  all  the 
fees,  so  that  the  people  who  owned  the  properties  were  not  put  to  any 
expense,  so  anxious  was  he  to  get  out  of  this  form  of  investment. 
And  all  of  these  loans,  almost  without  exception,  were  placed  Avith 
savings  banks.  That  money  going  out  to  savings  banks  prevented 
l^y  possible  use  of  it  for  other  purposes^for  new  loans  or  for  con- 
S»truction  loans. 

While  banks  can  not  make  construction  loans,  they  do  make  loans 

on  new  houses  after  they  are  finished.  The  real  estate  board  ob- 
tained the  records  for  the  first  six  months  of  this  year,  from  Janu- 
ary 1  to  July  1,  of  mortgages  that  were  assigned  in  the  boroughs 
of  Manhattan  and  Bronx,  by  the  owners  or  the  liolders  of  mortgages 
that  were  taxable,  to  institutions  that  were  not  taxable,  and  the 
amount  was  nearly  $60,000,000  for  the  six  months.  Every  day  I 
hear  of  holders  of  mortgages  calling  in  mortgages  afid  giving  in- 
variably this  reason,  that  the  income  tax  is  so  heavy  that  they  must 
get  the  money  into  other  forms  of  investment.  While  I  have  no 
means  of  saying  w'here  they  go,  we  do  know  that  there  are  other 
forms  of  investment,  nontaxable  forms  of  investment,  municipal, 
State  and  other  things.  Liberty  bonds,  and  so  on-  from  wiiich  they 
can  get  a  very  reasonable  income.  Now,  please  understand  that  I 
am  not  pleading  to-day  for  the  investor;  the  inv^tor  can  take  care 
of  himself.  I  am  pleading  for  the  owners,  for  the  man  that  must 
borrow  and  who  is  not  able  to  borrow  as  he  formerly  could  and  as 
he  is  entitled  to  do.  I  have  applications,  many  of  them  every  day, 
from  people  who  want  to  replace  their  investments,  where  mort- 
gages have  been  recalled.  We  can  not  take  them  all.  We  can  not 
take  a  small  part  of  them;  and  always,  gentlemen,  the  reason  is 
given  that  the  owner  wants  to  invest  in  some  other  way.  Now, 
from  my  experience,  which,  as  I  have  tried  to  show  you  is  a  very 
wide  one  because  of  my  business,  I  believe,  and  I  believe  from  the 
bottom  of  my  heart,  that  the  one  thing  Congress  can  do  to  help  more 
than  in  any  other  way  the  housing  situation  in  this  country,  is  to 
relieve  mortgage  incomes  from  taxation,  and  to  leave  it  without 
limit.  If.  as  is  proposed  in  three  of  these  bills,  a  limit  is  imposed 
as  to  the  amount  for  which  mortgages  may  be  made,  that  isn't  going 
to  help  the  situation  very  much.  The  small  owner,  the  man  who  holds 
only  a  few  thousand  dollars  in  mortgages,  is  not  hurt  particularly 
by  the  income  tax.  It  is  the  larger  holder,  the  man  who  has  to  nay 
16,  per  cent,  and  even  73  per-eeat'trf'Sis  WiOome  to  the  Gov- 

ernment, who  is  hurt,"and  hxi  is  the  man  who  is  going  to  get  out  just 
as  soon  as  he  can  wnth  his  money  and  go  to  the  life  insurance  com- 
panies and  savings  banks. 

2431»— 20— PT  a  3  . 
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The  savings  banks  are  not  taxed  at  all.  The  life  insurance  com- 
panies are  taxed  on  their  net  incomes.  So  that,  so  far  as  the  lif6 
insurance  companies  are  concerned,  the  longer  this  situation  lives, 
the  longer  the  income  from  mortgages  is  taxes,  the  lietter  intere^ 
rates  we  can  get.  There  is^  no  question  about  that.  It  is  to  the  ad- 
TMitage  of  the  life  insurance  companies  and  the  savings  banks, 
therefore,  that  you  leave  the  thing  alone.  But  the  life  insurance 
companies,  and  our  company  particularly,  feel  that  we 'are  trusteed 
for  the  policyholders  who  own  our  assets,  and  that  they,  mostly 
working  people,  through  their  inability  to  find  proper  homes  or  by 
being  crowded  in  under  unwholesome  or  unmoral  conditions,  are  the 
ones  we  are  concerned  about  particularly. 

We  are  not  asking  this  exemption  to  avoid  paying  anything.  Per- 
sonally, I  do  not  believe  in  exemptions.  I  personally  would  not 
come  here  to-day  and  ask  you  gentleiiien  to  coBsdder  exemption  on 
mortgage  loans  if  I  didn't  know  that  there  is  an  emergency  existing 
that  woukl  warrant  the  United  States  Government  in  exercising  its 

Eolice  power  to  relieve  this  situation.  If  it  goes  on  as  it  is,  with  no 
ouses  being  built— and  I  do  not  mean  to  say  that  the  income  tax 
on  mortgages  is  the  only  reason  houses  are  not  being  built,  but  it  is 
one  of  the  impelling  reasons— and  if  everything  else  is  cleared  away, 
if  the  cost  and  scarcity  of  material  were  relieved,  if  the  price  of  labor 
and  the  efficiency  of  labor  were  improved,  then  we  would  be  right  up 
against  it  harder  than  we  are  now  for  money  to  build  these  homes. 
You  can  not  build  homes  in  this  country  unless  there  is  money  to  be 
loaned  on  mortgages,  and  it  is,  I  think,  one  of  the  most  essential 
things  that  can  be  done. 
Mr.  Watson.  In  New  York  they  live  in  apartments,  mostly,  dd 

they  not? 

Mr.  Stabler.  Yes,  sir;  they  do. 

Mr.  Watson.  Thev  are  building  m<m  hoines  How! 

Mr.  Stabler.  Yes,  sir. 

Mr.  Watson.  Where  are  they  located  ?  i  •   t3  i 

Mr.  t5TAWJi».  Most  of  the  siuirle-family  homes  are  located  m  Brook- 
lyn, in  Queens,  and  in  the  Bronx,  Queens  being  on  I»ng  Island,  the 

iiadustrial  center.  ^  ,    ,     ^  £ 

Mr.  Watson.  Ate  they  willing  to  go  that  distance,  back  and  torth, 

'  '  the  advantage  of  a  home?  .     ,     «        ,  a 

Mr.  Stabler.  Yes,  sir.  Lottg  Islaftd  City,  lii  the  Borough  of 
>ueens,  has  bf^come  a  very  great  manufacturing  center,  fend  thon- 
•ands  of  people  from  Manhattan  work  there  i\nd  go  back  to  Alan- 
nattan  every  night  to  find  a  place  to  live.  There  have  been  plans 
filed  and  permits  issued  this  year  for  11,719  single  and  two-family 
dwellings.  I  imagine  these  plans  are  more  than  have  ever  been 
filed  in  the  pa^  four  yeal*.  because  there  is  a  desire  to  encourage 
the  owning  of  single  homes  by  people  of  ^11  me^s. 

I  want  to  speak  just  a  moment,  sir  m  regaM  to  the Tmit-^he 
$40  000  and  $50,000  limit— as  provided  in  these  bills.  We  ims~  a 
ereit  many  loans." l^eal-Iv  ImU  of  our  mortgaw  investmeftt^  are 
We  oft  ^^^t^tent  houses;  flats,  and  tenements.  Last  year  we  nia(te 
a  great  many,  loans  on  apartment  houses  in  other  cities  and  in  ^ew 
YOTk  Citv.  These  loans,  almost  without  exception,  average  above 
$60,000.   Tliese  are  the  homes  of  the  workmg  people.  We  loan  on 
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the  cheaper  class  of  apartment  houses  in  order  that  the  funds  we 
4o  invest  may  go  just  as  far  as  possible  to  relieve  the  situation. 

Mr,  Watson.  Do  I  understand  your  average  loan  is  $2,000  ? 

Mr.  Stableb.  No,  sir ;  a  great  deal  more  than  that.  I  mean  to  say, 
Mr.  Chairman^  that  the  loans  we  make  on  apartment  houses,  because 
of  the  size  and  cost  of  the  buildings,  average  more  than  $50,000.  They 
are  the  cheaper  apartanent  houses  in  New  York,  runmng  under 
$200,000. 

Mr.  Watson.  I  mean  what  is  the  average  of  your  mortgage  loans? 
Of  course,  you  have  loaned  millions  of  dollars,  but  what  is  the  average 
mortgage  loan? 

Mr.  Stabler.  I  should  say,  excluding  the  single-family  dwellings, 
and  so  on,  that  we  have  lately  gone  into,  our  mortgages  would  average 
$250^)00,  because  we  make  them  in  large  sums. 

Mr.  Watson.  Take  the  small  houses,  what  are  they  oosbng  now, 

including  the  land?  ^ 

Mr.  Stablek.  The  small  houses— about  $8,500  to  $11,000  or  $12,000. 

Mr.  Watson.  They  are  the  6-room  houses? 

Mr.  Stabler.  Some  six,  some  seven  and  eight. 

Mr.  Watson.  They  are  larger  than  the  Philadelphia  houses. 

Mr.  Stabler.  Y'es,  ar;  wider  and  deeper  than  the  Philadelphia 
houses,  and  in  some  cases  they  arfr  either  detached  or  semidetached. 

Mr.  Watson.  What  would  your  txHupany  be  willing  to  loan  on  a 
house  costing  $12,000? 

Mr.  Stabler.  One-half  the  amount. 

Mr.  Watson.  For  how  long  a  period  would  the  loan  be  made  IS 
Mr.  Stabler.  Fifteen  years,  with  3  per  cent  semiannual  installments 
on  account  of  the  principal,  with  6  per  cent  interest.  This  is  as  near 
{US  we  can  get  to  the  building  and  loan  association  payments,  and  ^ve 
believe  that  it  accomplishes  two  things.  I  might  say  that  we  will 
take  the  money  without  penalty  after  three  years,  on  the  interest 
date,  so  that  it  accomplishes  two  or  three  things,  in  our  opinion. 
First,  the  man  is  not  disturbed  or  worried  about  his  mortgage  havii^ 
to  be  renewed  every  few  years.  He  knows  that  if  he  keeps  his  part 
of  the  contract  that  the  mortgage  is  there  for  15  years.  If  he  pays 
the  installments  as  called  for  in  the  mortgage  he  has  at  the  end  only 

10  per  cent  left.  .  , ,  •  w 

Mr.  Watson.  What  per  cent  of  the  mortgages  are  you  obliged  to 

foreclose? 

Mr.  Stabler.  A  very  small  percentage  of  th«n. 

Mr.  Watson.  Will  he  have  the  house  paid  for  at  the  end  of  15 

^^Mr "  Stabler.  Yes,  sir ;  all  but  10  per  cent.  If  he  kept  up  for  15 
years  he  would  have  only  10  per  cent  left.  He  can  pay  all  the  install- 
ments after  3  years,  or  he  can  pay  it  all  in  15  years.  1  his  plan 
forces  .them  to  save  money,  and  it  is  the  plan  applied  by  our  company 
not  only  to  small  houses,  but  to  everythmg  that  we  loan  money  on. 

Mr.  Watson.  How  much  is  the  ground  worth  on  Long  Island? 

Mr.  Stabler.  I  know  of  one  case  where  the  land  is  worth,  taking  a 
lot  24  by  100  feet,  about  $800.  In  another  case,  20  by  100  feet,  it  was 
worth  $1,500;  and  in  another  case  it  was  worth  about  $2,500.  The 
prices  vary  according  to  the  location,  the  convenience  of  transporta- 
tion, and  the  nearness  to  the  Ue»rt  of  the  whole  thing,  md  that  is 
tibe-Bofough  of  Manhattan.  \ 
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Gentlemen,  I  do  not  want  to  burden  you  any  more,  but  I  have 
been  interested  in  this  subject  purely  from  what  I  considered  was 
the  real  need  of  the  people  of  this  country  for  more  than  two  yewrs, 
and  I  have  been  talking  it  in  season  and  out  of  season.  I  have  testi- 
fied before  .^enator  (Gilder's  committee,  and  his  reports  you  can  get, 
of  course.    I  do  believe  that  if  the  <rentlemen  of  Congress  knew 
the  situation  as  I  have  heard  it,  about  the  conditions  that  exist  in 
this  country,  you  would  pass  such  a  bill  unanimously.    1  do  not 
think  a  possible  loss  of  income  to  the  Government  m  this  connection 
should  be  considered:  it  must  be  made  up  in  other  ways.  As  1  said 
before,  the  small  investor  is  not  particularly  hurt,  and  many  of  them 
will  continue  their  investments,  but  the  large  estates,  the  large  in- 
vestors, who  hold  hundreds  of  millions  of  dollars  in  mortgage  loanfe, 
are  taking  that  money  and  using  it  for  other  forms  of  investment.  1 

*^Mr.  \?ATSON.  Thank  you  very  much.  The  next  gentleman  to  come 
before  the  committee  is  Mr.  Edward  P.  Doyle,  of  New  York. 

STATEMENT  OF  MR.  EDWABD  P.  BOYLE,  DIEECTOE  OF  INFORMA- 

^  TION  AND  R^^^^^         REAL  ESTATE  ^^OV  ,S!^^ 
AND  SECRETARY  OF  THE  MAYOR'S  HOTTSIHO  COHEEBEHC^ 

COMMITTEE,  NEW  YORK. 

Mr  Chairman  and  gentlemen  of  the  committee,  this  is  really  more 
of  a  general  welfare  measure,  in  our  opinion,  than  a  revenue  meas- 
ure- that  is  to  say,  while  it  comes  before  the  Committee  on  Ways 
and' Means,  it  bears  directly  on  the  general  welfare  of  the  community. 
In  New  York  City  we  have  1,050,000  families.  We  have  only  982,- 
000  apartments.   Since  1914  there  have  been  only  44,000  apartment? 
built  in  the  citv  of  New  York,  although  the  normal  increase  in  popu- 
lation demands  28,000  more.    In  many  instances  there  are  three 
families  living  in  an  apartment.    There  hav(>,  been  demolished  ol6 
apartments.  So  that  you  can  readily  see,  gentlemen,  that  there  is  ab- 
solutely nothing  being  done  to  house  the  constantly  increa,sing  popu- 
lati(ui  of  the  city  of  New  York,  which  is  just  now  increasing  beyond 
all  proportions  on  account  of  the  abnormal  immigration.  This  situ- 
ation is  indeed  ronsidered  a  great  emergency  m  New  York.  AS 
secretarv  of  the  mavor's  housin<r  conference  (Committee  I  have  beey 
broucrht  m  contact  with  various  housing  committees  of  other  citieS, 
and  from  consultation  with  them  I  find  that  this  situation  exists  in 
practically  every  city  in  the  country.   It  is  so  serious  in  our  city 
that  the  legislature  at  the  special  session  called  by  (tov.  hmitli  re- 
cently passed  bills  which  have  the  effect  of  practically  taking  away 
the  constitutional  guaranties  of  the  mmonty  by  practically  conlis- 
catins  their  property  rights.  . 

In' a  case  the  other  dav.  bv  a  vote  of  three  to  two,  of  very  ablfe 
ludees,  the  court  while  admitting  that  it  was  confiscating  the  real 
pr^erty  rights  of  the  minority,  said  that  the  emergency  was  so  great 
that  aliiost  afiyt%ing  the  legislature  in  its  wisdom  might  see  ht  t^ 
•  pass  as  a  reme<3^  ought  to  be  approved  bv  the^courts  ^  ext  1  uesdny 
the  board  of  Siermen  of  the  city  of  New  York  will  pass  ano  her 
ordinance  which,  in  my  opinion,  will  be  practically  confiscating 
individual  rights  by  exempting  new  buildings  from  taxation  on  the 
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same  ground,  namely,  that  there  exists  a  great  emergency,  .and  that 
the  constitutional  rights  of  the  minority  which  have  been  guaranteed 
to  us  ought  to  be  held  in  abeyance  pending  this  emergency  in  the 
housing  situation  of  the  great  cities  of  the  country.   Now,  you  gen- 
tlemen? representing  various  districts,  Imow  from  your  experience 
what  a  vital  bearing  this  situation  also  has  in  the  matter  of  market- 
ing the  products  of  the  farms.  The  people  of  the  urban  communi- 
ties are  the  largest  users  of  farm  products,  and  it  is  out  ot  the  (jiies- 
tion  that  we  can  have  conteB«Bd  and  prosperous  urban  communities 
under  the  present  condition*-  In  New  Y^k  city  the  condition  is 
simply  horrible.   It  is  so  in  many  other  cities,  and  there  is  surely 
eoino-'  to  be  a  sad  condition  of  aifairs  unless  something  is  done  to  help 
the  building  of  homes.  This  situation  affects  likewise  the  commuting 
class,  those  living  in  the  outlying  districts,  who  come  into  the  city 
fo*  their  daily  work.   AVe  have  there  2,700  old,  worn-out  tenements 
that  are  vacant,  which  the  very  poorer  people  might  get  into  it  they 
are  willing  to  live  without  a  bath  or  toUet,  or  a  todet  out  in  the  yard, 
and  all  that  sort  of  thing.  And  there  are  a  number  of  vacant  very 
expensive  apartments,  but  there  are  no  apartments  for  the  clerks  or 
the  men  getting  a  thousand,  eleven,  twelve,  or  fifteen  hundred  dollars 
a  year   They  are  finding  no  places  at  all.  Nearly  all  the  newspapers 
have  made  a  canvas  to  see  if  apartments  could  be  gotten  for  $65  a 
month,  or  apartments  for  men  who  could  pay  $50,  or  apartments  tor 
men  who  could  pay  $40.  These  figures  in  many  instances  amount  to 
half  the  income  of  the  men  seeking  apartments,  and  yet  no  vacancies 

can  be  found  at  alL  .     .        t.  o 

Mr.  Watson.  What  is  the  situation  m  the  Bowery  i  . , , 

Mr  Doyle.  Why,  the  Bowery  is  practically  wiped  out.  All  the 
lower  part  of  Manhattan,  along  the  Bowery,  is  in  our  busmess  sec- 
tion; but  to  the  east  of  the  Bowery  most  of  those  old  worn-out  tene- 
ments are  vacant  and  are  hardly  fit  to  live  in.  They  are  taken 
mostly  by  the  poorest  class  of  immigrants  when  they  first  come  to 
New  York.  If  you  go  over  there  into  the  foreign  element  sectiion 
where  the  Jewish  quarters  and  the  Italian  quarters  are,  you  will  find 
in  many  instances  a  half  dozen  famiUes  living  m  one  apartment. 

Mr.  Watson.  There  is  a  section  in  the  Bowerv  thickly  populated. 
Passing  through  some  time  ago  in  an 

possible  to  proceed  because  of  the  man^^  children;  this  was  near  the 

1)1  id  ^6 

^Mr  DoYLE.  The  most  thickly  populated  section  in  the  world  is 
right  there  where  you  mentioned.    It  is  not  directly  m  the  Bowery, 
it  IS  off  the  Bowery  just  a  short  distance 
Mr:  Watson.  No,, it  was  not  in, the  Bowery,  but  within  a  short 

distance  of  the  bridge.  .    .  r  •  v  ik 

Mr  Doyle.  There  is  one  police  precinct  there,  which  covers  15 
or  20  blocks  each  way,  with  125,000  people  in  it.  It  isprobably  the 
most  thicklv  populated  place  in  the  world.  In  New  York  Ci^  we 
aPeJ.,«MingL  single-family  houses,  and  that  is  what  we  want,  because 
in  T^man^s  ^h-  -len  work  or  them  themselves  and  they  can 
borrow  mdney  from  thei)uilding  and  loan  associations ;  but  we  must 
also  have  a  large  number  of  what  we  caU  "multi-family  house^. 
houses  with  twenty- to  a  hundred  apartoents.  Many  people  prefer 
to  Uve  that  way,  because  they  can  not  afford  to  hire  serv».nts,  and  if 
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a  woman  with  children  wants  to  leave  the  house  the  woman  upstairs 
will  carfe  for  the  rhihh  on  Avliile  slio  is  awav-  And  there  also  exists 
in  an  apartment  like  that,  as  you  know,  the  ^rieiitest  charity  in  all  the 
w^orld.  If  Mrs.  Brown's  husband  is  out  of  work,  her  nei<^hbor,  Mrs. 
Smith,  will  help  her  out  until  Mr.  Brown  gets  work  again;  and  it  is 
true  that  that  class  of  people  prefer  to  live  in  an  apartment  house 
imtil  they  get  more  money-  Of  course,  when  they  get  in  better  shape 
^aneially  they  eventually  get  their  own  homes.  What  we  need  in 
New  York  City  now  are  large  sums  of  money  available  for  building 
homes.  As  a  general  thing  that  money  came  formerly  from  large 
estates.  Men  Avould  leave  large  sums  of  money  under  their  wills 
and  direct  that  it  should  be  loaned  on  first  mortgages  or  bonds  in 
IJew  York  City  or  Brooklyn.  Sometimes  one  estate  would  have 
as  high  as  $250,000  set  aside  for  the  building  of  these  apartinent 
houses  and  then  sell  them,  and  that  money  has  now  just  about  en- 
tirely gone  out  of  the  building  market  because  of  the  soaring  taxes,, 
and  there  is  barely  anything  left  of  the  income  from  mortgage  loans 
after  the  taxes  are  paid.  I  think  there  is  one  thing  that  the  com- 
mittee hasen't  thought  about.  For  instance,  in  our  city  there  i§  now 
paid  on  the  full  value  three  twenty,  a  tax  of  three  twenty  

Mr.  Oldfield  ( interposing) •  What  do  you  mean  by  "three: 
twenty*"  Mr.  Doyle? 

Mr.  DoYiiB.  Three  dollars  and  twenty  o^s  per  hundred.  Now  the 
rate  will  be  ^.85,  and  then  there  is  the  sum  of  $27,000,000  extra  tax 
that  must  be  paid  to  take  care  of  the  board  of  education.  Under 
the  constitutional  limit  for  Xcav  York  City  you  can  only  levy  a  tax 
of  2  per  cent  on  real  property,  exclusive  of  debt  service.    Now,  thisi 

J rear  they  have  that  tax  of  $2.85,  and  then  they  have  that  special 
evy  of  ^27j()()(),00()  to  take  care  of  the  board  of  education.  Then  in 
addition  to  that  the  owner  pays  a  tax  on  his  net  inccmie.  We  think 
that  the  Members  of  Congress  should  look  at  this  matter  not  as  9, 
revenue  proposition  at  all,  but  rathea*  as  something  that  is  necessary 
to  meet  a  temporary  emergency,  just  as  our  laws  up  there  were 
passed  to  meet  a  temporary  emergency  within  the  borders  of  our  own 
State.  Of  course,  these  laws  will  only  run  for  a  certain  number  of 
years,  for  the  purpose  of  preventing  a  serious  situation  that  may 
arise  if  these  men  get  out  of  work  and  can  not  pay  their  rent.  They 
can  do  nothing,  they  <mn  not  get  a  house  at  a  reasonable  price;  in 
fact,  no  houses,  because  there  aren't  any  to  be  had.  And  there  will 
not  be  any  more  houses  of  the  kind  or  type  they  want  unless  it  is 
made  possible  for  ns  to  get  the  money.  In  New  York  City  we  look 
for  a  great  fall  in  the  price  of  labor  and  materials  in  the  spring,  so 
that  we  will  be  able  to  build  if  we  have  the  money.  But  we  can  only 
judge  the  future  by  the  past.  A  similar  situation  existed  in  1872, 
when  labor  was  $8  a  day  of  eight  hours  for  mechanics ;  when  bricks 
wwe  $24  a  thousand,  and  lumber  $60  a  thousand  feet;  and  in  1874 
ecmditions  were  exactly  similar  to  what  they  are  now.  The  signs^ 
are  exactly  the  same.  The  beet  mechanics  then  received  di^  - 
for  10  hours,  and  brkks  ^.ere  down  to  $8,  w^iU^  lumber  was  down 
to  $16  a^ain.  They  are  loaded  ip  in  Ne\^  V  ork  City  with  all  kinds 
of  material,  every  dealer  is  loaded  up,  and  it  seems  to  us  that  there 
must  be  a  tremendous  slump  in  prices.  There  is  bef;innin*r  to  be 
g^-eat  unemployment.  While  wages  and  materials  may  never  again 
get  baek     prewar  levels,  if  we  can  only  get  the  money  needed  we 
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think  that  both  materials  and  labor  will  be  in  condition  for  us  to 
build  satisfactorily  next  spring. 

Mr.  Oldfield.  We  have  had  some  men  before  us  this  week.  In 
the  course  of  the  hearings  one  man  stated  that  a  car  load  of  sheep 
and  lambs  had  been  sent  to  market  in  Chicago  at  the  expense  of 
transportation  and  all  the  other  expenses  necessary  to  get  them  to 
market.  It  was  stated  that  when  they  were  fimtlly  'disposed  of  he 
got  33  cents  per  lamb.  If  you  go  out  here  to  a  hotel  or  restaurant 
and  buy  a  lamb  chop  it  will  cost  you  more  than  the  lamb  would 
cost  in  Chicago.  While  prices  are  said  to  have  come  down  at  some 
stage  of  the  transaction,  after  all  I  do  not  see  that  it  is  any  cheaper 
living  in  the  city  here,  and  I  suppose  the  same  is  true  in  New  York 
<;ity,  I  do  not  see  that  there  is  much  relief — as  to  meats  and  butter. 

Mr.  DoTLE.  AU  those  things  are  like  a  shdlL  The  wholraale  prices 
are  down.  Pork  is  down  to  about  prewar  prices.  Wheat  is  down. 
They  are  shipping  wheat  in  here  now  from  Canada.  I  was  talking  with 
a  large  flour  manufacturer  two  or  three  days  ago  and  he  told  me 
that  he  was  getting  all  his  wheat  from  Canada.  And  they  are  bring- 
ing live  mutton  in  here  from  New  Zealand  at  very  low  prices.  Coii'ee 
is  onl;^  6  cents  a  pound  from  Santos.  But  the  retailer  is  keeping 
his  prices  up.  The  retailer's  price  has  got  to  come  down,  too.  I 
saw  in  the  market  in  New  York  City  butter  at  72  cents  a  pound, 
and  in  another  place  there  in  the  city  butter  was  selling  for  55  cents  a 
pound.  Now,  as  to  wages,  Ave  can  not  maintain  one  standard  of 
wages  for  the  worker  in  New  York  City  and  another  standard  for 
the  man  that  works  on  the  farm.  That  has  been  our  trouble  in  New 
York.  I  thank  you,  gentlemen. 

STATEMENT  OF  MB.  BIECH  HELMS,  REFRESENTINO  THE  AD- 
VISOBrY  COUNCIL  OF  BSAL  ESTATE  ISTEBESTS,  HEW  YOBK 
CITT. 

Mr.  Chairman  and  Gentlemen  of  the  Committee:  The  advisory 
council  of  the  real  estate  interests  of  New  York  City  has  asked  me 
to  come  here  and  register  their  objection  if  any  favorable  action 
might  be  taken  on  this  bill  with  regard  to  the  5-year  limit.  They 
had  a  conference  this  moming  with  Senator  Calder,  of  New  York, 
and  they  just  called  me  up.  Senator  Calder  was  with  me.  Senator 
Calder  said  that  it  wais  the  result  of  his  experience  and  observation, 
and  the  experience  of  this  council  also  is  that  if  this  5-year  limiti 
were  put  into  the  bill  it  would  practically  nullify  the  effect  of  it. 

Mr.  Oldfield.  There  is  no  5-year  provision  in  this  bill. 

Mr.  Helms.  There  is  in  one  of  them ;  and  they  just  wish  to  register 
their  objection  to  that  provision.  If  this  is  to  be  considered,  they 
would  like  to  have  a  renearin^,  and  I  think  Senator  Calder  would 
like  to  ^esent  some  points  on  it. 

^  Mr.  Watson.  If  tiielre  is  nothing  further  the  cMplittee  will  ad- 

"journT^"*^  ^  ^  .     .  ^ 
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